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March 8, 2002

United States Securities & Exchange Commission

Division of Corporation Finance ;

450 Fifth Avenue, N.W. MAR 29 2002
Washington, DC 20549 )  THOMSON

US.A. r,ﬁgNANCIAL

hgte

Attention: Special Counsel/Office of International Corporate Finance %
.
A

Re:  Fubon Insurance Co., Ltd.

File No. 82-4788 g1 76 4
Dear Ladies and Gentlemen:

Fubon Insurance Co., Ltd., a company organized under laws of the Republic of China
(the “ROC”), is listed on the Commission’s List of Foreign Issuers Which Have Submitted
Information Under the Exemption Relating to Certain Foreign Securities. On December 18,
2001, Fubon Insurance Co. Ltd. changed its name to Fubon Financial Holding Co., Ltd. (the
“Company’’) as part of a series of transactions that took place pursuant to the Financial
Holding Company Act of the ROC.

We are submitting this letter in order to change the name “Fubon Insurance Co. Ltd.”
to “Fubon Financial Holding Co., Ltd.” on the Commission’s List of Foreign Issuers Which
Have Submitted Information Under the Exemption Relating to Certain Foreign Securities.

In addition, as the Company has not consistently furnished information to the
Commission pursuant to Rule 12g3-2(b) in the last two full fiscal years, please find set forth
in Annex A attached hereto a list of all information which the Company during that time
period, and currently, (i) has made public or is required to make public pursuant to the laws
of the ROC, its country of domicile, incorporation and organization, (ii) has filed or is
required to file with the Taiwan Stock Exchange (the “TSE”) or the ROC Securities and
Futures Commission (the “SFC”) and which was made public by the TSE or the SFC, or (iii)
has distributed or is required to distribute to the Company’s security holders. Copies of the
information referred to in Annex A are being furnished to the Commission with this letter, in
accordance with subparagraphs (1)(ii1) and (4) of Rule 12g3-2(b).
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If you have any questions regarding this filing, or require additional information,
please contact me at the above telephone number at your convenience. Please address all
future inquiries and correspondence to this firm’s Taipei office at the above address.

We respectfully request that this submission be duly recorded. Please acknowledge
receipt of this letter and its enclosures by stamping the enclosed copy of this letter and

returning it to Will Davis at Baker & McKenzie, Dallas, in the self-addressed stamped
envelope accompanying this letter.

Very truly yours,

Michael S. Wong l

Enclosures




The following table sets forth the information which Fubon Financial Holding Co., Ltd.
(the “Company”) is required to provide. Checkmarks in the columns on the right hand

side of the table indicate:

® if under “A,” that information is required to be made public pursuant to the laws of

the Republic of China (“ROC”);

® if under “B,” that information is required to be filed with the Taiwan Stock
Exchange (the “TSE”) or the ROC Securities and Futures Commissions (the “SFC”);

or

® if under “C,” that information is distributed or required to be distributed to security

holders.
Information

Approval by the SFC for issuance of shares or corporate
bonds within 30 days after receipt of SFC approval.
(Attachment (i)-1)

Delivery of instruments representing newly issued
shares or corporate bonds within 30 days after receipt of
approval from the competent authority and prior to
delivery of such instruments.

(Attachment (i)-2)

Shareholding of, and share transfer, by directors/
supervisors/manager or shareholders holding 10% or
more of total shares immediately after shareholding has
been recorded on the shareholders' register, and within
15 days after the end of each month.

(Attachment (i)-3)

Creation or release of pledge on shares by directors,
supervisors, managers or shareholders holding 10% or
more of total shares.

(Attachment (1)-3)

Financial forecast.
(Attachment (i)-5)

Public announcement of share repurchase by Company
within two days of approval of the Board of Directors of
such repurchase.

(Attachment (i)-8)
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repurchase of the Company’s shares or of the end of the
repurchase period.
(Attachment (1)-8)

Public announcement after repurchase of the Company’s %
shares totaling at least two percent of the shares, or
accumulative value of shares repurchased amounts of at

least NT$300 million within 2 days. Public

announcement within five days of completion of

repurchase of the Company’s shares or of the end of the
repurchase period.

(Attachment (i)-8)

Public announcement of any incident sufficient to affect %
stock prices and stockholders’ equity within two days

after the incident occurred, including, as applicable to

the Company’s business:

(1) Check returned due to insufficient funds, credit
refused, or other loss of creditworthiness.

(2) Litigation and threatened litigation,
administrative disciplinary action, administrative suit
or injunction which has a severe impact on the
Company’s finances or business.

(3) Transfer of all or a substantial portion of the
Company's business; acquiring the business or
property of other persons which may substantially
affect the business activities of the Company;
signing, amending or terminating any contract
leasing the entire business to other persons.

(4) A court judgment stating that the Company’s
stock may not be transferred.

(5) A change of president, general manager, or at
least one-third of directors.

(6) A change of auditor. This requirement is not
applicable if the change is due to internal changes in
the accounting firm.

(7) The signing, revising, terminating or dissolution
of the following, in each case, having a severe
impact on the Company’s finances or business: an
important contract, or strategic alliance or other joint
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business plan; the successful development of trial
products and start of mass production stage; the
purchase of other business; the acquisition or sale of
a patent, exclusive trademark rights, copyright, or
other intellectual property rights.

(8) Other major circumstances affecting the
company’s continued operations.

Public announcement of a merger, the purpose of such
merger, benefits expected to be generated by the merger,
ratio of exchanged stock and basis of calculation,
expected timetable and basic information concerning the
participating companies on the day the Board of
Directors approved the merger. In addition, a public
announcement is required of any significant incidents
that were sufficient to affect the merger and that
happened to any participating company after
announcement of merger. '

Notices of general meeting and special meeting of
shareholders filed 22 days and 27 days, respectively,
prior to the record date. (For Taiwan Stock Exchange)
(Attachment (ii)A-1)

Notice of annual general meeting and special meeting of
shareholders furnished 8 days prior to the meeting of
shareholders. (For Securities and Futures Commission)
(Attachment (ii)A-1)

Notice of general meeting and special meeting of
shareholders distributed at least 30 days prior to the
general meeting of shareholders and 15 days prior to the
date of any special meeting of shareholders. (For
Shareholders)

(Attachment (i1)A-1)

Notice of distribution of dividends filed at least 12 days

prior to the record date.
(Attachment (i1)A-2)

Notice of listing of newly issued shares on Taiwan
Stock Exchange to be filed at least 3 business days prior
to delivery of share certificates to shareholders.
(Attachment (ii)A-3)

Notice of foreign shareholding at the initial public
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of the shares; and notice at the time foreigners are
allowed to redeem the shares within 3 business days
after completion of calculation of foreign shareholding.
(Attachment (i1)A-6)

Prospectus relating the issuance of shares.
(Attachment (ii)A-8)

Annual report furnished within 15 days after the general
meeting of shareholders.
(Attachment (i1)B-1)

Annual audited financial statements for the fiscal year
furnished within 4 months after the end of each fiscal

year.
(Attachment (i1)B-2)

Semi-annual audited financial statements to be furnished
within 2 months after the end of the first six months of
each fiscal year.

(Attachment (i1)B-3)

Quarterly financial statements to be furnished within
one month after the end of the first and third quarters of
each fiscal year.

(Attachment (i1)B-4)

Monthly operation statements furnished before the tenth
day of each month following the period covered by the
annual or the semi-financial statement.

(Attachment (i1)B-5)

Report on use of proceeds from issuance of new shares
furnished within 10 days after the end of relevant fiscal

quarters.
(Attachment (i1)B-7)

Minutes of general meeting and special meeting of
shareholders distributed within 20 days after the general
meeting of shareholders.

(Attachment (111)-3)
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Attachment (i)-1
[English Translation]

SECURITIES AND FUTURES COMMISSION, MINISTRY OF FINANCE
LETTER
Sender: Chu Chao-ling, Chairman
Securities and Future Commission, MOF
Address: (106) 85, Hsin Sheng S. Rd., Sec. 1, Taipei

Fax Number: (02) 87734134 Serial No: 110041
Recipient: Fubon Insurance Co., Ltd.
CC: Foreign Exchange Department, Central Bank of China

Taiwan Stock Exchange Co.

ROC Over-the-Counter Securities Exchange

Securities & Futures Institute

Chinese Securities Association

Lui Ke-yi and Tao Hong-wen, public accountants
Taiwan Union & Co.

Grand Cathay Securities Corp.

Priority: Urgent

Confidentiality/Declassifying Condition:

Date: November 8, 2000

Docket No.: (89th) Tai-Tsai-Cheng-(1)-Tze No. 87115
Attachment: N/L

Subject: We have approved your application regarding issuing 315,000,000 common shares
by cash capital increase, participating in the issuance of 31,500,000 units of
overseas depositary certificates, totaling US$275,058,000.

Explanation:

1. The above conclusion was reached with referenced to your Application for Participating
in Issuing Overseas Depositary Certificates dated October 12, 2000, the Letter from the
Foreign Exchange Depart, Central Bank of China (89th-Tai-Yang-Wai-Wu-Tze No.
040039482) dated October 16, 2000, the Letter from the Ministry of Finance (Tai-Tsai-
Pao-Tze No. 0890709870) dated October 23, 2000, the letter from Grand Cathay
Securities Corp. (no docket number provided) dated October 31, 2000 supplying




additional explanation, and the Letter from Baker & McKenzie (89th-Kou-Chi-Tze No.
1103) dated November 2, 2000.

The Commission must be immediately notified should there be any change to the issuing

plan of overseas depositary certificates prior to official disclosure.

The following matters have to be disclosed to the public with two days after the
depositary contract becomes effective, and copies of the newspapers where such

notifications appear shall be submitted to the Commission for reference.

(1) Total dollar amount of the overseas depositary certificates to be issued, the unit
price thereof and total number of units.

(2) The marketable securities represented by the overseas depositary certificates, the
number of shares thereof and the price per share. '

(3) The place where issuance and transaction will take place

(4) The plan of how the funds will be utilized and the anticipated effects

(5) Major impacts on the shareholders’ equity

Please provide the Commission with the folloWing documentation within 10 days after

the overseas depositary certificates are issued:

(1) The prospectus prepared in accordance with the security laws and regulations of the
country where the certificates are offered

(2) A duplicate copy of the depositary contract

(3) A duplicate copy of the custodian contract

(4) A sample of the overseas depositary certificate

(5) A report written in Chinese prepared by R.O.C. lawyers in which such lawyers
shall prove no material discrepancy between the issuing rules of the overseas

depositary certificates and the version approved by the Commission.

All the information subject to disclosure to the depositary institution in accordance with
the depositary contract shall be supplied to the Commission within 3 days after such

information is provided.

After the overseas depositary certificates are issued, information such as the total
number of outstanding units of the overseas depositary certificates and the marketable
securities they represent as of the end of the previous month shall be supplied to the

Commission and the Foreign Exchange Department, Central Bank of China for

2




10.

declaration purposes by the 10th day of every month. Please use the forms appeared on
Attachment 10 of the Guidelines for the Offering and Issuance of Overseas Securities by

Issuers as the templates.

When the overseas Chinese and foreigners purchasing the overseas depositary
certificates issued by your company request to convert the certificates into the stock they
represent, they shall register the transferred shareholders' account as the "account for the
converted overseas depositary certificates of ** [Name of the bank authorized for the
deposit] authorized by ** [name of the overseas Chinese or foreigner making the

authorization])".

Regarding the currency exchange of the funds converted into the NT dollars, conversion
of certificates, re-issuance of the converted certificates, and cash dividends to be
allocated, please handle the relevant matters in accordance with the Letter by Central
Bank of China (84th-Tai-Yang-Wai-Wu-Tze No. 2586) and the attachments thereof,
dated December 26, 1995.

The execution of the plan to operate the increase of cash capital shall be made in
accordance with Articles 8-1 and 8-2 of the Guidelines for the Offering and Issuance of
Overseas Securities by Issuers, promulgated by the Commission by the Notification
89th-Tai-Tsai-Cheng-(1)-Tze No. 00397 dated February 9, 2000. Before the
completion of the fund operation plan, the balance of the unused fund and the purposed
thereof has to be truthfully disclosed in the "Quarterly Report of Public Offering
Company's Cash Capital Increase" or the "Quarterly Report of Corporate Bond Issuance
Plan and Operation of Funds". In case there is a major chahge to the cash capital
increase plan, relevant issues need to be handled in accordance with the 4th paragraph of

the same clause.

If the actual offering price for the cash capital increase is lower than the closing price on
the price fixing day, the average closing price calculated By choosing from one of the
business days 10, 20 and 30 days preceding the price fixing day, deducting stock
dividends to be declared, if any, shall be the 90% of the calculation basis. Such
calculation should be made in accordance with the Notification by the Commission
(98th-Tai-Tsai-Cheng-(1)-Tze No. 00398) dated February 9, 2000.




SECURITIES AND FUTURES COMMISSION, MINISTRY OF FINANCE
LETTER

Sender: Chu Chao-ling, Chairman
Securities and Future Commission, MOF
Address: (106) 85, Hsin Sheng S. Rd., Sec. 1, Taipei
Fax Number: (02) 87734134

Recipient: Taiwan Stock Exchange Co.
CC: Ministry of Finance

ROC Over-the-Counter Securities Exchange
Taiwan Securities Central Depository Co., Ltd.

Priority: Urgent

Confidentiality/Declassifying Condition:

Date: November 30, 2001

Docket No.: (90th) Tai-Tsai-Cheng-(1)-Tze No. 173833
Attachment:

Subject: The Commission has approved to file your report with regard to approving the application
from Fubon Insurance Co., Ltd. for issuing the converted stock of Fubon Financial Holding
Co., Ltd. according to Article 29 of the Financial Holding Company Law, and the
suspension of trading the marketable security of Fubon Insurance Co., Ltd. and Fubon
Commercial Bank Co., Ltd. starting December 7, 2001 until the fixed date (December 19,

2001) for stock conversion when trading of these securities will cease.

Explanation:

This letter is prepared in reply of your letter Tai-Cheng-(90th)-Shang-Tze No. 031831 dated
December 29, 2001. '




Attachment (i)-2
PuBLIC NOTICE
[ENGLISH TRANSLATION]
Listing of Fubon Financial Holding Co., Ltd., and

Termination of Stock Trading of Fubon Insurance Co., Ltd. and Fubon Commercial Bank,

and Over-the-Counter Securities Exchange of Fubon Securities Co., Ltd.

Date: December 17, 2001
Document No.: Fu-Pao-Hui-Fa-Tze No. 253

The Securities and Futures Commission, Ministry of Finance and Taiwan Stock Exchange Co. have
approved the application filed by Fubon Insurance Co., Ltd., Fubon Commercial Bank and Fubon
Securities Co., Ltd. regarding conversion of stock into the listed securities of Fubon Financial Holding
Co., Ltd. by issuing the approval letters (90th)-Tai-Tsai-Cheng-(1)-Tze No. 173833 dated November
30, 2001 and Tai-Cheng-(90th)-Shang-Tze No. 103156 dated December 12, 2001, in that order. The
following is the information about the listing of Fubon Financial Holding Co., Ltd. and the
termination of stock trading of Fubon Insurance Co., Ltd. and Fubon Commercial Bank and over-the-
counter securities exchange of Fubon Securities Co., Ltd., such as the effective date and the agent

dealing with stock affairs:

1.  Listing date of Fubon Financial Holding Co., Ltd.:
December 19, 2001 (The record date of stock conversion; Fubon Insurance Co., Ltd. and Fubon
Commercial Bank shall terminate their stock trading on the same date, so.shall Fubon Securities
Co., Ltd. terminate its over-the-counter securities exchange.
2. Number of shares of listed securities:
5,464,985,224 common shares, with a par value of NT$10 each, totaling NT$54,649,852,240.00
Listing Code: 2881
4. Institution for attesting share certificates:
Trust Department of United World Chinese Bank _
5.  The securities issued by the company have the rights and obligations identical to other securities.
6. Agent-dealing with stock affairs:
Stock Affairs Department of Fubon Securities Co., Ltd.
Address: 7/F, 138, Min Sheng E. Rd., Sec. 3, Taipei
Telephone: (02) 27171033
Fax: (02) 25149557




Source: Page 36, Commercial Times (Nov. 20, 2000)

PUBLIC NOTICE OF FUBON INSURANCE CoO., LTD.

Issuance of New Shares and Participation of the Overseas Depository Receipts through Cash

Capital Increase

Date: November 18, 2000
Document No.:  (89th) Fu-Pao-Hui-Fa-Tze No. 257

Subject: Matters relevant to the issuance of new shares and participation of overseas depository

receipts through cash capital increase by Fubon Insurance Co., Ltd.

Explanation:

The relevant matters are handled in accordance with Article 17 of the Guidelines for the Offering and
Issuance of Overseas Securities by Issuers and the Securities and Futures Commission, MOTC Letter
(89th) Tai-Tsai-Cheng-(1)-Tze No. 87115 dated November 8, 2000.

Announcement:

1. Total dollar amount, unit price and total number of units of the overseas depository receipts to be
issued:
(1) Total dollar amount of the overseas depository receipts: US$275,058,000.00
(2) Unit price: US$8.732
(3) Total number of units: 31,500,000 units

2. The marketable securities represented by the overseas depository receipts and number of shares

and per-share price thereof:

(1) Each unit of the overseas depository receipts represents 10 shares of the common stock
issued by Fubon Insurance Co., Ltd.

(2) The marketable securities represented by the overseas Depositary Receipts: 315,000,000
shares of common stock issued by Fubon Insurance Co., Ltd.

(3) Price per share: Around NT$28.15 calculated by the exchange rate of one US dollar against
23.237 NT dollars.

3. Venues where the issue and transaction will take place:
The receipts will be issued in territories outside of the Republic of China. However, these

receipts will not be listed at any stock exchange.

4.  Purpose of designating the purchaser, total number of units purchased by such party and dollar




amount thereof, and the relation between the designated purchaser and the issuer:

(D

@

G3)
(4)

Purpose of designating the purchaser: Fubon Insurance Co., Ltd. has formed a strategic
alliance with Traveler Insurance Group) in the areas of insurance business.

Total number of units purchased by the designated purchaser:

31,121,650 units of the overseas depository receipts, representing 311,216,500 common
shares issued by Fubon Insurance Co., Ltd.

Total dollar amount purchased by the designated purchaser: US$271,754,248.00

Relation between the designated purchaser and issuer:

Fubon Insurance Co., Ltd. has formed a strategic alliance with Traveler Insurance Group in

the areas of insurance business.

5. The management plan for the funds formed by the offering and the anticipated effects:

ey
@)
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Total amount of funds necessary for the plan: US$275,058,000

Source of funds: Issuance of 315,000,000 commion shares through cash capital increase for
participation of the issuance of the overseas depository receipts. Total amount of the
issued shares: US$275,058,000

Fund management plan:

Reinvestment of domestic and foreign insurance companies (US$236,526,000);
Construction payment (US$19,363,000); and

Purchase of computer equipment (US$19,169,000)

Anticipated effects:

The annual premium income from reinvestment of domestic and foreign insurance
companies is expected to reach around NT$10,942 million;

The construction payment is expected to help increase the number of business offices set
up by Fubon Insurance Co., Ltd.; and

Purchase of computer equipment is expected to improve the company's business capability

and reduce operation cost.

6.  Major impacts on the shareholders' equity:

M

()

The undertaking expenses for issuance of common shares and overseas depository receipts

through cash capital increase approximately accounts for 1% of the total funds formed by

the offering. The undertaking expenses and other relevant expenses will be borne by
Fubon Insurance Co., Ltd. and deducted from the premium of share capital so as to keep
the impact of profit and loss for the current term at the lowest level.

The original shareholders’ equity will reduce by 15.18% after the issuance of new shares
through cash capital increase. However, the plan will greatly contribute to improvement
of the company's performance when the future reinvestment of domestic and foreign
insurance companies begins to create profits. The execution of construction payment and

purchase of computer equipment will also help increase our competitiveness.




mo.o 0 0 %000 0 0 0 Buo(q U 1010211(]
. o) O Buiys 1012211
00°0 0 0 7600°0 0 0 0 -Uel ], ‘uon) Jo aanejuasaidoy
Prl
00°0 0 0 %00°0 0 0 0 0D YSAYYS Ioyaiq
3uo( Surpy
. . 40rdd 1032110
00°0 0 0 %000 0 0 0 1NA90Y J0 aAneuasaIday
Pri
00°0 0 0 %00°0 0 v88°1E6°9YS | 9PS TOL EEE 0D Y2 AYIYS Ioang
Buoq 3uipy
000 0 LV86 %0070 0 8€1°v09 vLT10S But (_8.085 SANNOAXY
° -Bues], ‘Yys o
: ‘s ¢ : gt ront 3uoy)
00°0 0 9118L6 ST %00°0 0 6£1°666 191 YT T80L9 -SunN “1es T Jopda(g
2JeyS [810Y || SaIeys
SaIeys [0
Teys pogpo[d| pa3pold HTEOL SaIRyS (10} 3urpjoyareys Jpunurodde
pagpord sareysg : Jo a1ep ayp jo JweN snelg
S32UIIOU / Sdxeys pagpald N
: se 3uipjoyareys
JO UIP[IYD ‘dsnods Aq play saieys :
(2007 A1enuer jo sy)

(3a0qe a0 o4, 1) sIapjoyaaeys Joley pue s10siA1ANG/S.1030311(] JO SUIp[oya1BYS

89LY-C8 ON 24

"P¥T "0D SuIp[oY [BIOUBUL UOQN]

¢-(1) Judurydey




000°05T slosiatadns pue s1030211p £q sayeys pagpajd [e10], §10°L98°CTL slosiatadns pue s10195.41p Aq P[oYy SaeyS [BI0],

0 s1ostatadns £q sareys pagpard (2101 SHO‘T6T ]S stosiazadns £q pjay sareys [e10],
000°05C s1010011p £q sareys padpald [B10L, $$8°905TIL $1010211p £q P[oY sareys [e10,
MO
00°0 0 0 %000 0 SPIT1 0 Suy s_w 103eUB]
) . . . eny Jostazadns
00°0 0 $12°921 600"0 0 LTO'LOY 0 Suoy oyl Jo eanEsadoy
P
00°0 0 0 %000 0 0 0 0D POAYS 10s1A19dng
Buo 3uiN
00°0 0 %00°0 0 191°09¢°1 191°09¢°1 - Aew-ny res]) J0s1A13dng
: 0,00 ¢ ¢ sueny 101001
00°0 0 0 600°0 0 Y9SyTe 98€'¥ST Sues] “uoy) el
00°0 0 0 %y 6 000°0S¢T 6T1°LY9°T 858°9TL 1 suoy 101011(]
° -udIy)) ‘n'Y .
. _— "o s Sulyg 10100111
00°0 0 6S9°ILY'ST %0070 0 €06°140°T¥1 |0 Supwsy| o oaneuosldoy
Prl
0D YIAYYS




001 8€6°S01‘CTIL § 001

001 LE9TOLTIL L8
(O (LETLOTD) n
= (000°00¢€) -

- (298re) -
€ LEL'VII'T 8
I 0T8'L161 -
L LISOILY I

8 018°1€0°bS 6¢
6V TS8°69¥°pS oy

[doyn] :uerunoooy [doyD)] :s1a8euepy
(199yg 2oueyeq ay) Jo xorq uo uoneuejdxas sy A[[njaied peay)

SOETIT°6ET § spjouag pue
SIYBRY S13PIOYDIEYS PUE SONIIqEIT 4O [EJO,

L0STO91T1 [®101-qng
(LeT'LOED) sareys Amnseal],
(000°00¢) sjuswisnipe uone[sue], POIENUNIDY
(T9SHFE) 550] Juaunsaaul £)nba wLgy-guoy pazieatun)
LI1°68L°11 s3uiuies pauteyol paudisseup)
0TS°LIL oA1959Y [e100dg
PEL996°1 ~ aAIesay [e3a]
suiey poureloy
v80°I¥0PS snyding jenden
108°6£0°9S sareys uowrwos jo [endes 3o0)§

:syyauag pue sydny siapjoydieys

- 10gc €1 108°80s°L1 SsanIqer jo [eroigng
- 10g€ - 10€€ SaNIIqRY JoyI0
- - €1 000°00S°LI sugo| uud) Suo|
- - $ - 00s's $ saniiqe] Suneoly
) saniiqery
% unowy % nunowy
syjousgy
100T ‘1€ 42qu230(  ZOOT “1 € 4oquaneQ pue SIYSrY SIOP[OYSIRYS pUB SoMIIqel]

000°I$.LN nun

11ce
ITIE

08¢C
13 4¥4
11T

001

001  8EPEEILTI
- 00S°TLY

- T
- 1€0°69F
- LOY'E

o junowry
(panpneup))
100T ‘1€ "2°Q
ee( jeduoisiy

8€6°S01°TIIS 001

96

%

S0ETLI6ET

000°C

8S9°LSTPEL
059°1S6'Y

619°6v6'y
1£0°C $

unowy

€00Z ‘1€ 99(
1580210,

(uosea.t uosredwod 10§ 343y S1 |07 1834 10] vIRp Y ])
7002 ‘1€ 12quiada( 0) ZO0T ‘1 Adenuep wod
333Y§ ddue[eg PIISeIAI0]

pajipneun)

S-(1) PuRENY

89LY-C8 'ON 2114

$

[doyD] :uosiag ajqisuodsay

§39sSY JO [€)0

SI9SSY PXl]  XXG|

JUDWSIAUT j00IS uLId)-SuoT  |7h!
§1988y JuaLIN) JO jejoigng

S19SSY oL 1BYO (8T
UDUIISAAUL ULIY-UOYS |1

siua[eAInbd yseo pue yse) 001!
s1ssy uaun)y gi-11
sjassy




Unaudited

Profit and Loss Statement
From January 1, 2002 to December 31, 2002
(The data for year 2001 is here for comparison reason)

Unit: NT$1,000

Forecast Historical Data
Dec. 31, 2002 Dec. 31, 2001 (Unaudited)
Code Item Amount %
Investment
4532 Income $11,041,779 100 8,953,374 100
Oth atin
4609 er operating ) ] ) )
income
Subtotal for
11,041,779
Income 100 8,953,374 100
Operating
5800 200,000 2 30,850 -
Expenses
Subtotal for
200,000 2 30,850 -
Expenses
Net Income
6300 10,841,779 98 8,922,524 100
before Tax
Income Tax
6400 ‘ - - - -
Cost
Net Income for
6900  the Current $10,841,779 98 8,922,524 100
Period
Earni
7000 e PEr 217 183
share -
(Read carefully the explanation on back of tﬁe Balance Sheet.)
Responsible Person: [Chop] Manager: [Chop] Accountant: [Chop]
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Attachment (ii)A-1
" Fubon Insurance Co., Ltd.
Notice of 2001 Regular Shareholder's Meeting
[English Translation]

1.The company is scheduled to call the 2001 regular shareholder's meeting at 9:00 sharp
on May 22 (Tuesday), 2001, at No.19, lane 39, Pashi First Street, Tamsui Town, Taipei
County (Auditorium of Fubon Education Center). The principal items to be discussed at

the meeting are as follows:

A. The business report in 2000 and the business plan in 2001.

B. Supervisor's review report.

C. The report of matters relating to the company's Asset Acquisition and Disposition
Procedure (transactions between the company and actual interested parties).

D. The report with respect to the execution of the repurchase of treasury stocks.

E. The acknowledgement of the statement of the final settlement of account in 2000.

F. The acknowledgement of the regulation about the transfer of repurchased shares to the
employees.

G. The discussion over the 2000 profits distribution plan.

H. The release on the prohibition of business strife of directors.

I. The release on the prohibition of business strife of newly elected directors.

J. The amendment of the charter.

K. The reelection of directors and supervisors.

L. Other proposals and extempore motions.

2. The company's 2001 profits distribution plan has been proposed at the 30th meeting of

the directors of the 15th term as follows:

Declaration and payment of cash dividends by NT 1 per share. The record date of ex
dividend will be appointed and dividends will be declared and paid according to the
shareholding proportion of shareholders in the stock ledger following the proposal is

adopted by the regular shareholder meeting and its authorization to the board of directors

afterwards.

3. Mr. Robert Price (representative of Dao-yin Industry Co., Ltd.) be released of his post




as Director of the Company.

4. Stocks are, pursuant to Article 165 of the Company Law, prohibited to transfer in the
period from Apr. 23, 2001 to May. 23, 2001.

5. The company has attached one signatory card and one proxy respectively. If you
decide to present yourself in person, please affix yours original seal to the signatory card
and report yourself on the very day of the meeting (there is no need to sent it back if you
present yourself personally.) Provided, however, that you attend by proxy, in a bid to send
you your signatory card of presence, please set your original seal, fill out the name and
address of your agent, and sign you name, on the proxy, and, mail it to the department of
service agency of Fubon All Securities Co., Ltd (7F, No.138, Sec.3, Ming-shen E. Rd),

the service agent of the company, five days prior to the meeting.
6. If you are a shareholder with a new account of group insurance, please collect your
card of seal and copies of both front and reverse sides of your ID, and send them back to

the department of service agency of Fubon Securities, for the reason to protect you

interest.
7. The company hereby inform you as above.
Very truly your,

Board of Directors, Fubon Insurance Co., Ltd.




Fubon Financial Holding Co., Ltd.
Notice of 2002 Special Shareholder Meeting

1. The company is scheduled to call the 2002 special shareholder's meeting at 9:00 sharp
on Feb 6 (Wednesday), 2002, at G2, No.108, Sec.l, Tun-hua S. Rd (The Fubon

International Conference Center). The principal items to be discussed at the meeting are

as follows:

A. The report with respect to the execution of the repurchase of treasury stocks.

B. The report of the amendment relating to the company's Asset Acquisition and
Disposition Procedure.

C. The report with respect to the amendment of the company's Transactions of Derivative
Financial Goods Procedure.

D. The acknowledgement of the regulation about the transfer of repurchased shares to the
employees.

E. The acknowledgement of the stipulation of enforcement rules with regard to
Endorsement and Guarantee.

F. The amendment of the charter.

G. The amendment of the rules of Shareholder Meeting Procedure.

H. The amendment of the rules of the Election for Directors and Supervisors.

I. The election of directors and supervisors of the second term.

J. Other proposals and extempore motions.

2. Stocks are, pursuant to Article 165 of the Company Law, prohibited to transfer in the
period from Jan 8 2002 to Feb 6, 2002.

3.The company has attached one signatory card and one proxy respectively. If you decide
to present in person, please affix yours original seal to the signatory card and report
yourself on the very day of the meeting (there is no need to sent it back if you present
yourself personally.) Provided, however, that you attend by proxy, in a bid to send you
your signatory card of presence, please set your original seal, fill out the name and
address of your agent, and sign you name, on the proxy, and, mail it to the department of
service agency of Fubon All Securities Co., Ltd (7F, No.138, Sec.3, Ming-shen E. Rd),

the service agent of our company, five days prior to the meeting.




4. If you are a shareholder with a new account of group insurance, please collect your
card of seal and copies of both front and reverse sides of your ID, and send them back to
the department of service agency of Fubon Securities, for the reason to protect you
interest. ‘

5. The company hereby inform you as above.

Very truly yours,

Board of Directors, Fubon Financial Holding Co., Ltd.




Fubon Insurance Co. Ltd.
Notice for Regular Shareholders Meeting 2000

March 17, 2000 Fu-Bao-Mi-Fa Tze No. 023

1. Fubon will  hold its Shareholders Meeting 2000 at 19, Lane 39, Pashi First Street, Pashi
Li, Tamsui, Taipei County (Auditorium of Fubon Education Center) on May 15, 2000
(Monday) 9:00 A.M. The main items to be discussed at the Meeting are:

(1) The company's business report of 1999 and business plan of 2000. 2. Supervisor's
review report and accountant's audit report. 3. Matter relating to the company's Asset
Acquisition and Disposition Procedure (transactions between the company and actual
interested parties, revision of the Asset Acquisition and Disposition Procedure). 4.
Acknowledge the company's final statements of 1999. 5. Discuss the company's profit
distribution plan of 1999. 6. Discuss whether the company shall capitalize its profit and
capital reserve for issuing new stock. 7. Discuss the amendment to articles of

incorporation. 8. Other proposals and Extempore motions.

(2) The company's 16th meeting of the directors of the 15th term and the fifth meeting
of the supervisors of the 28th term proposed the following profit distribution plan for
1999: cash dividend of NT$1.13 per stock and stock dividend of NT$0.2 per stock
(which include NT$ 0.05 from profits and NT$0.15 from capital reserve). Upon
approval granted in an ordinary shareholders meeting and by the competent authority,
the board of directors will be authorized to prescribe a record date of exclusion on
which the new shares will be distributed based on the shareholding specified in the

shareholder roster as at such date.

(3) Pursuant to Article 165 of the Company Law, ownership of stock shall not be
transferred from April 16, 2000 to May 15, 2000.

(4) Enclosed herewith is a copy of the Shareholder Attendance Card and Certificate of
Entrustment. For shareholders who will attend the Meeting personally, please affix the
shareholder's personal seal in record upon the Attendance Card and sign in during the
of Meeting (Those who will attend personally need not mail the Card). If the

shareholder would like to appoint an agent to attend on his behalf, please affix the




shareholder’s personal seal in record and provide the name, address, and signature of
the agent on the Certificate of Entrustment, then send it to Fubon Securities Co. Ltd. .
Share Agency Department (B1 138 Mingshen East Road, Taipei City). The Certificate

must arrive at least 5 days before the Meeting, so that the Attendance card may be

mailed.

(5) If you are a new shareholder, please send a personal seal card and copies of your
personal ID (both sides) to Fubon Securities Co. Ltd. Share Agency Department, so

that your rights and benefits may be secured.
(6) We hereby notify you of the above matters.
Yours truly

Board of Directors

Fubon Insurance Co. Ltd.




Fubon Insurance Co. Ltd.
Notice for the First Special Shareholders Meeting 2000

July 25, 2000 Fu-Bao-Mi-Fa Tze No. 075
1. Fubon will hold its First Special Shareholders Meeting 2000 at 19, Lane 39, Pashi First
Street, Pashi Li, Tamsui, Taipei County (Auditorium of Fubon Education Center) on
September 6, 2000 (Wednesday) 9:00 A.M. The main items to be discussed at the
Meeting are: '
(1) Discuss the proposal for an increase in capital in cash. 2. Amend selected

provisions of the articles of incorporation. 3. Other proposals and extempore motions.

(2) The company intends to increase capital in cash. We will issue classified stocks up
to 315,000,000 shares to issue American Depositary Receipts (ADR). Pursuant to
Article 267 para. 1 of the Company Law, 10% percent of the stock issued shall be
withheld for purchase by staff, while the rest 90% shall be issued as ADR pursuant to
Article 28 bis 1 of the Securities and Exchange Law.

(3) Pursuant to Article 165 of the Company Law, ownership of stock shall not be -
transferred from August 23, 2000 to September 6, 2000.

(4) Enclosed herewith is a copy of the Shareholder Attendance Card and Certificate of
Entrustment. For shareholders who will attend the Meeting personally, please affix the
shareholder's personal seal in record upon the Attendance Card and sign in during the
of Meeting (Those who will attend personally need not mail the Card). If the
shareholder would like to appoint an agent’to attend on his behalf, please affix the
shareholder's personal seal in record and provide the name, address, and signature of
the agent on the Certificate of Entrustment, then send it to Fubon Securities Co. Ltd.
Share Agency Department (B1 138 Mingshen East Road, Taipei City). The Certificate
must arrive at least 5 days before the Meeting, so that the Attendance card may be

mailed.

(5) If you are a new shareholder, please send a personal seal card and copies of your
personal ID (both sides) to Fubon Securities Co. Ltd. Share Agency Department, so

that your rights and benefits may be secured.




(6) We hereby notify you of the above matters.
Yours truly

Board of Directors

Fubon Insurance Co. Ltd.
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File No. 82-4768
Attachment (ii)A-3

[English Translation]

TAIWAN STOCK EXCHANGE CoO.
LETTER

Sender: Chu Fu—Chun, General Manager
Taiwan Stock Exchange, Co.
Address: 5/F 17, Po Ai Rd., Taipei
Fax Number: (02) 23485232

Recipient: Fubon Insurance Co., Ltd.
Fubon Commercial Bank Co., Ltd

CC: Security and Futures Commission, Ministry of Finance
Finance Department, Taiwan Stock Exchange Co.

Priority: Urgent

Confidentiality/Declassifying Condition:

Date: December 12, 2001

Docket No.: Tai-Cheng-(90th)-Shang-Tze No. 103156
Attachment: See below

Subject: We hereby approve Fubon Financial Holding Company, having been approved to
issue stock certificates, to start the trading its stock in the market provided by the
Taiwan Stock Exchange Co. on December 19, 2001, when transaction of the
marketable securities of Fubon Insurance Co., Ltd. and Fubon Commercial Bank
Co., Ltd. will be ceased.

Explanation:

1. The letter is prepared in reply to your application for stock of a listing company to be
converted into the stock of a financial holding company dated November 28, 2001.

2. Your two companies will stop offering the marketable securities, starting December 19,
2001. The marketable security issuance contract entered by you and the Taiwan

Stock Exchange Co. shall become invalid on the same day.

3. On the same day when Fubon Financial Holding Company acquires the corporate status




(i.e. the fixed date for stock conversion), five duplicate copies of the issuance contract
shall be served to Taiwan Stock Exchange Co. by Fubon Financial Holding Company.
We will reply to Fubon Financial Holding Company after reporting to the competent

authorities and the approval is granted.

4. Enclosed please find the list containing the issuance expenses to be paid by Fubon

Financial Holding Company.

5. The trading of the above new stock shall be disclosed to the public in accordance with
Article 43 of the operation regulations of Taiwan Stock Exchange Co. Please provide
us with two copies of the newspaper on which such notification appears. The
prospectus shall contain information such as the legality of the policy-making process
regarding the decision of conversion ratio, opinions of certified public accountants
proving the process is reasonable and the ratio of the converted stock of the companies

involving in the conversion.
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Attachment (ii))A-8
FUBON FINANCIAL HOLDING CO., LTD.

Prospectus
(English Summary)

(For Listing on Taiwan Securities Exchange)

Name of Company: Fubon Financial Holding Co., Ltd.

Issuing Additional Stock by Capital Increase:

1))

2)

3)

4)

5)

6)

Type: Name-bearing common stock with par value of NT$10.
Number of shares: Total number of shares — 5,464,985,224 shares.
Dollar amount: Total dollar amount — NT$54,649,852,240.
Issuing conditions: Issuance in full amount.

Ratio of public undertaking: Not applicable.

Method of undertaking: Not applicable.

The operational plan for current capital increase and projected performance:

Not applicable.

The issuer, its responsible person and the parties having caused their names signed
or their chops affixed on the Prospectus shall be legally liable for any falsehood or

concealment regarding the contents of the Prospectus.

. The issuer and the certifying accountant shall be legally liable for any falsehood

regarding the contents of the financial statements.

. Investors should note that this company applies for listing as a financial holding

company and its business is limited to share holding.

Published by Fubon Financial Holding Co., Ltd.
December 12, 2001
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CONFIDENTIAL INFORMATION MEMORANDUM

FUBON INSURANCE CO., LTD.

31,500,000 GLOBAL DEPOSITARY SHARES
(each representing ten (10) Common Shares)

This Information Memorandum (the “Memorandum”) relates to an offering (the “Offering””) by Fubon Insurance Co.,
Ltd. (the “Company™), a Taiwanese property and casualty insurance company, of Global Depositary Shares
(“GDSs”), each representing ten (10) of the Company’s common shares, par value NT$10 per share (the “Common
Shares™). The GDSs offered hereby will be offered outside of Taiwan, consistent with local law in jurisdictions in
which offers are made. See “The Offering.”

PLEASE REFER TO “NOTICES TO INVESTORS” FOR IMPORTANT INFORMATION REGARDING
THE OFFERING AND RESTRICTIONS ON THE MANNER IN WHICH THE OFFERING WILL BE
MADE.

Offering Price: U.S.38.73 (NT$270.60) per GDS

Aggregate Offering Price: U.S.$275.06 Million (NT$8,523.90 Million)

On or prior to the closing of this Offering, the Company will have deposited the Common Shares (or a certificate of
payment representing such Common Shares) underlying the GDSs with Citibank, Taipei, as custodian for Citibank
N.A., the depositary. Delivery of global depositary receipts (“GDRs”) representing GDSs in definitive certificated
form, against the payment therefor in immediately available, U.S. dollar-denominated funds, is expected to occur on
o1 shout November 16, 2000. See also “Description of Global Depositary Shares.”

SELLING AGENT:
SALOMON SMITH BARNEY

The date of this Information Memorandum is November 13, 2000

[NYC] 343358.4




NOTICES TO INVESTORS

The GDSs offered hereby have not been and will not be registered under the United States
Securities Act of 1933, as amended (the “Securities Act”), or any state securities laws, for offer or sale as
part of their distribution and, subject to certain exemptions from registration, the GDSs may not be
offered or sold in the United States. The GDSs oftered hereby will be “restricted securities,” within the
meaning assigned to such term by the Securities Act and the rules promulgated thereunder. The sale,
transfer or other disposition of any GDSs purchased pursuant to this Memorandum is substantially
restricted by applicable U.S. federal and state securities laws. The GDSs offered hereby have not been
recommended by any U.S. federal or state securities commission or regulatory authority. Furthermore,
the foregoing authorities have not confirmed the accuracy or determined the adequacy of this
Memorandum. Any representation to the contrary is a criminal offense in the United States.

A copy of this Memorandum has not been registered with the Registrar of Companies in Hong
Kong and, accordingly, except as mentioned below, no copy of this Memorandum may be issued,
circulated or distributed in Hong Kong. However, a numbered copy of this Memorandum may be issued
to a limited number of prospective applicants, whose ordinary business it is to buy or sell shares or
debentures in Hong Kong in a manner which does not constitute an issue, circulation or distribution in
Hong Kong of a prospectus for the purposes of the Hong Kong Companies Ordinance (Cap. 32 of the
Laws of Hong Kong). An application for GDSs is not invited from any person in Hong Kong other than a
person to whom a numbered copy of this Memorandum has been issued and, if made, will not be accepted.
No person to whom a numbered copy of this Memorandum is issued may issue, circulate or distribute this
Memorandum in Hong Kong or make or give a copy of this Memorandum to any other person, other than
their legal, financial, tax or other appropriate advisers who are subject to a duty of confidentiality to such
person.

This Memorandum is strictly for the confidential use of only those prospective investors
considering an investment in the GDSs. In making an investment decision, prospective investors must
rely on their own examination of the business, operations and prospects of the Company and the terms of
this offering, including the merits and risks involved. Prospective purchasers should be aware that they
may be required to bear the financial risks of an investment in GDSs for an indefinite period of time and
should be able to afford a total loss of their investment. Prospective investors should not construe the
contents of this Memorandum or any other similar communication as investment, legal or tax advice.
This Memorandum, the other documents delivered herewith and any such other materials, as well as the
nature of an investment in the GDSs offered hereby, should be reviewed by each prospective investor
with such investor's investment, tax, legal, accounting and other advisors. Prospective investors are urged
to request any additional information they may consider necessary in making an informed investment
decision.

The distribution of this Memorandum and the offering and sale of GDSs in certain jurisdictions
may be restricted by law. The Company requires persons into whose possession this Memorandum
comes to inform themselves about and to observe any such restrictions. This Memorandum constitutes an
offer only to the offeree to whom this Memorandum is initially provided and does not constitute an offer

i
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to sell or a solicitation of an offer to purchase from anyone in any country, state or other jurisdiction in
which such an offer or solicitation is not authorized and does not constitute an offer to sell or a
solicitation of an offer to purchase from anyone to whom such an offer is not authorized or otherwise
would be unlawful. Neither the Company nor Salomon Smith Barney, as the Selling Agent, is making
any representation to an offeree or a purchaser of the GDSs regarding the legality of an investment therein
by such offeree or purchaser under appropriate securities or similar laws,

This Memorandum contains summary information about the Company and the offer and sale of
GDSs being made hereby, but does not provide a complete description of the business, management and
financial position of the Company or the Offering. Investors are advised and expected to carefully review
this Memorandum prior to applying to purchase GDSs. This Memorandum is based on information
furnished by the Company. The Company and Salomon Smith Barney, as the Selling Agent, expressly
disclaim any and all liability for the contents of or omissions from this Memorandum and for any other
written or oral communication transmitted or made available to prospective purchasers of the GDSs. No
dealer, salesperson or other person is authorized to give any information or to represent anything not
contained in this Memorandum; if made, such representation must not be relied upon. You must not rely
on any unauthorized information or representatives. This Memorandum is an offer to sell only the GDSs
offered hereby, and only under circumstances and in jurisdictions where it is lawful to do so. This
Memorandum and the documents delivered or made available to prospective investors qualify and
supersede any and all information, written or oral, relating to the Company previously disclosed to them,
including any information memorandum dated prior to the date hereof.

The Company reserves the right, in its sole discretion and for any reason whatsoever, to modify,
amend and/or withdraw all or a portion of the offering and/or to accept or reject in whole or in part any
prospective investment in the GDSs offered hereby or to allot to any prospective investor less than the
number of the GDSs such investor desires to purchase. The Company shall have no liability whatsoever
to any offeree and/or purchaser in the event that any of the foregoing shall occur.

The disclosure of any of the data contained herein or supplied in connection herewith or the use
hereof for any other purpose, except with the written consent of the Company, is prohibited. The
information contained herein must be maintained as confidential and not disclosed to any person or used
for any purpose other than evaluating the merits of the investment described herein unless and until the
Company has consented otherwise in writing. This Memorandum may not be reproduced, in whole or in
part. This Memorandum will be returned on request if the recipient does not purchase the GDSs offered
hereby.

This Memorandum contains summaries, believed to be accurate, of certain terms of certain
documents, but reference is made to the actual documents, copies of which will be made available by the
Company upon request, for the complete information contained therein. All such summaries are qualified
in their entirety by this reference.

it
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The information contained in this Memorandum is current only as of its date. The delivery of this
Memorandum at any time does not imply that the information herein is correct as of any time subsequent
to its date of issue and the Company disclaims any obligation to advise any recipient of this Memorandum
of any changes in such information after the date hereof.

The Offering can be withdrawn at any time before the closing and is specifically made subject to
the terms described in this Memorandum.

The exchange rate of U.S.$1.00=NT$30.99, which is the intra-day exchange rate on July 19, 2000,
as reported by Bloomberg, is used in this Memorandum for purposes of calculating the per GDS and
aggregate offering price. On November 6, 2000, the official New Taiwan Dollar/U.S. Dollar exchange
rate reported by the Federal Reserve Bank of New York was U.S.$1.00=NT$32.15. Unless otherwise
specified, this exchange rate is used in this Memorandum for purposes of providing certain financial
information by reference to such currencies.

[NYC] 343358.4
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INFORMATION MEMORANDUM SUMMARY

The following is qualified in its entirety by the more detailed information and financial statements,
including the notes thereto, appearing elsewhere in this Memorandum.

Introduction

The Company was incorporated on April 17, 1961 under the laws of the Republic of China, with the
purpose of engaging in the business of property and casualty insurance. The Company believes that it is the
leading property and casualty insurer in Taiwan. The Company’s Common Shares were listed for trading
on the Taiwan Stock Exchange in 1993. The Company presently underwrites a variety of insurance lines,
including fire insurance, motor insurance, marine cargo insurance, marine hull and fishing vessel insurance,
aviation insurance, engineering insurance, and a variety of lines of liability insurance. The Company’s
recently established Safety & Loss Control Department provides customers with loss prevention advisory
services, and its company-wide claims operational system received ISO 9002 certification in 1999. For the
year ended December 31, 1999 and the year ended December 31, 1998, the Company’s net earned
premiums were NT$8,184 million and NT$6,940 million, underwriting profits were NT$787 million and
NT$654 million, the net income of the Company was NT $2,602 million and NT$1,342 million, the total
assets of the Company were NT$61,119 million and NT$53,535 million, and the stockholders’ equity was
NT$31,969 million and NT$29,875 million, respectively. For the six months ended June 30, 2000, the total
net income of the Company was NT$1,940 million.

The Company is a full-service property and casualty insurer, and is part of the Fubon Group (the
“Fubon Group”), which is a comprehensive financial services conglomerate in Taiwan. The Fubon Group
consists of multiple publicly and privately held companies, and offers Taiwan’s most complete line of
financial products and services, such as investment consulting, securities, securities financing, investment
trust, venture capital and futures investment. The Fubon Group also provides banking, life insurance,
investment and construction-related services, thus responding to the diverse needs of the business
community.

Principal Strengths

The Fubon Group has grown through its integrated marketing strategies, including the provision of
complementary, interdisciplinary financial services, and the sharing of professional talent and other internal
resources among the companies within the Fubon Group. As part of the Fubon Group, the Company
believes that it has competitive advantages stemming from a high degree of cooperation within the Fubon
Group and recognition of its strengths. With the continued support of the Fubon Group, the Company
believes that it can maintain its leadership position in the evolving property and casualty insurance industry
in Taiwan and expand its operations to other countries in Asia. In addition, the Company’s high
management proficiency and high personnel productivity should allow it to maintain strong profitability and
balanced growth throughout the economic cycle.

Business Strategy

The Company’s long-term goal is to maintain and enhance its position as the premier property and
casualty insurance company in Taiwan and to maximize the returns from funds available for investments.
In particular, the Company focuses on the following goals:

o Strengthening market share — the Company intends to strengthen its market share by continuing to
focus on product lines with higher growth potential such as liability and engineering insurance. The
Company also expects market share growth from industry consolidation resulting from the
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~deregulation of the Republic of China property and casualty insurance industry in which smaller
competitors are expected to be forced to exit or be merged with larger, better capitalized firms such as
the Company. The Company expects to be one of the main beneficiaries of deregulation in the
industry due to its long-standing market position and superior capitalization.

o Maintaining below industry average loss and combined ratios — the Company plans to ensure that its
increasing market share translates directly into underwriting profits by continuing to maintain and
improve its below industry average loss and combined ratios. The Company believes that its
experienced actuarial team and prudent underwriting criteria allow the Company to identify higher
quality risks and to price underwriting business accurately.

o Increasing focus on effective longer-term investments — as funds available for investments of the
Company increase, the Company’s investment strategy is to maintain sufficient investments in short-
term assets to meet liquidity needs and the short-term nature of its policies, and to increase the
amount of longer-term investments to enhance its longer-term returns.

Recent Developments

On October 30, 2000, the Company announced that its results of operations for the nine months
ended September 30, 2000, as compared to the nine months ended September 30, 1999, were as follows:

Nine Months Ended

September 30, 2000 September 30, 1999

(NTS thousands, except per share amounts)

Net profit 2,309,568 2,302,071
Pre-tax profit 2,569,568 2,597,071
Earnings per share 1.31 1.34

Between September 25 and October 24, 2000, the Company repurchased int the open market 10
million Common Shares, at an average price per Common Share of NT$19.31. During the period of
October 25 to December 24, 2000, the Company plans to buy back an additional 50 million Common
Shares at prices per Common Share ranging between NT$15 and NT$25. Under the applicable law, the
Company can buy back, in the aggregate, up to 5% of the outstanding Common Shares.

The Travelers Insurance Group Inc. (“Travelers Insurance™) and certain of its affiliates have
proposed, subject to the satisfaction of certain conditions, to acquire 15% (on a fully diluted basis) of each
of the Company and four of the Fubon Group financial services companies, for a total investment,
including cash and assets, by affiliates of Travelers Insurance of approximately NT$25.33 billion
(U.S.$817.24 million, based on the July 19, 2000 exchange rate of U.S.$1.00=NT$30.99), and an
investment in the Company of approximately NT$8.42 billion (U.S.$271.75 million, based on the July 19,
2000 exchange rate of U.S. $1 =NT$30.99). In addition, Travelers Insurance and the Company intend to
establish a strategic alliance in Taiwan, and Travelers Insurance, the Company and Fubon Life Assurance
Co., Ltd. intend to enter into a regional cooperation agreement upon the closing of the Offering, which
will cover certain aspects of their property and casualty insurance and life insurance operations in
Singapore, Indonesia, Thailand, Malaysia, the Republic of the Philippines and the People’s Republic of
China (including Hong Kong). This Offering is part of a proposed alliance between Travelers Insurance
and the Company.
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The Issuer:

Securities Offered:

Aggregate Offering Amount:

Offering Price:

Common Shares Authorized:

Common Shares
Outstanding:

Use of Proceeds:

Dividends:

Voting Rights:

Restrictions on Resale:
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THE OFFERING

Fubon Insurance Co., Ltd., a company incorporated under the laws of
the Republic of China.

Global Depositary Shares, or GDSs, each representing ten (10)
Common Shares.

31,500,000 GDSs, representing 315,000,000 Common Shares.

U.S.$8.73 (NT$270.60) per GDS, equivalent to U.S.$0.87 (NT$27.06)
per Common Share. The price per GDS in the Offering represents a
substantial premium to recent trading prices of the Common Shares on
the Taiwan Stock Exchange. See “Market Price Information.”

2,500,000,000 shares

Prior to the Offering: 1,759,776,471 shares (as of November 10, 2000)

After the Offering: 2,074,776,471 shares

The net proceeds of the Offering will be used for marketing, working
capital and general corporate purposes.

In May 2000, the Company declared a cash and stock dividend with
respect to its Common Shares. This dividend, which was paid in
August 2000, consisted of NT$1.30 per share, in cash, plus a stock
dividend of 0.02 Common Share per share. Purchasers of GDSs in the
Offering will not be entitled to receive this cash and stock dividend.

For a description of the Company’s dividend policy, see “Description of
Share Capital.”

The Common Shares underlying the GDSs offered hereby will have
ordinary voting rights of one vote per share on all matters to be voted
on by shareholders generally. See “Description of Share Capital —
Voting Rights” and “Description of Global Depositary Shares — Voting
Rights.”

GDSs offered outside the United States are being offered in reliance
upon the exemption from registration afforded by Regulation S under
the Securities Act, and GDSs offered in the United States are being
offered in reliance on Section 4(2) of the Securities Act. Please consult
your own advisor as to whether you qualify for this Offering.

None of the GDSs offered hereby will be registered under the Securities
Act or other applicable securities laws, and the certificates representing
GDSs will contain a legend restricting the distribution, resale, transfer,

pledge, hypothecation or other disposition of these securities unless and
until such securities are registered under the Securities Act and/or other
applicable securities laws and certain other conditions are satisfied. The
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Selling Agent

Settlement of GDSs:

Trading Markets:
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certificates representing GDSs will contain a legend restricting transfer
unless and until the securities are registered under the Securities Act
and other applicable state and foreign securities laws or we receive an
opinion of counsel that registration is not required under the Securities
Act and such other laws.

Salomon Smith Barney will serve as the Selling Agent in connection
with the Offering. The Selling Agent will not be obligated to purchase
any GDSs not sold in connection with the Offering.

No arrangements have been made to render the GDSs eligible for
inclusion in any clearing system, and no arrangements therefor may be
made without the consent of Travelers Insurance. On or prior to the
closing of this Offering, the Company will have deposited the Common
Shares (or a certificate of payment representing such Common Shares)
underlying the GDSs with Citibank, Taipei, as custodian for Citibank
N.A., the depositary. Delivery of GDRs representing GDSs in
definitive certificated form, against the payment therefor in
immediately available, U.S. dollar-denominated funds, is expected to
occur on or about November 16, 2000. For more details about the
procedure for settlement of GDSs, see “Description of Global
Depositary Shares — Settlement and Safekeeping.”

The Common Shares of the Company have been traded on the Taiwan
Stock Exchange since 1993. The GDSs sold in the Offering will not be
listed for trading on any securities exchange. In addition, according to
the laws and regulations of the Republic of China, the holders of GDSs
will be unable to withdraw Common Shares during a lock-up period of
three months following the closing of the Offering.




MARKET PRICE INFORMATION

The Company’s Common Shares have been listed on the Taiwan Stock Exchange since 1993.
The table below sets forth, for the periods indicated, the high and low closing prices and the average
volume of trading activity on the Taiwan Stock Exchange for the Common Shares and the highest and
lowest of the daily closing values of the Taiwan Stock Exchange Index. On November 4, 2000, the
closing price of the Company’s Common Shares on the Taiwan Stock Exchange was NT$20 per share.

Actual Closing Price per Average Daily Trading Taiwan Stock Exchange

Share (2) Volume Index
Year Quarter High Low (in thousands of shares) High Low
(NTS) (NTS)
1998 First Quarter 74 61 9,859 9378.52 7373.14
Second Quarter 74 58 5,940 9337.61 7073.22
Third Quarter 50.5 32.5 5,022 8116.57 6219.89
Fourth Quarter 41.4 33 10,613 7488.43 6384.66
1999 First Quarter 36.1 26.7 8,058 7133.03 5422.66
Second Quarter 42.2 31.8 14,358 8661.39 6875.67
Third Quarter 33.8 24.2 3,572 8710.71 6771.75
Fourth Quarter 28.6 239 4,077 8480.5 7261.31
2000 First Quarter 39.5 25.7 11,971 10393.59 8250.06
Second Quarter 34.2 24 7,483 10328.98 8050.02
Third Quarter 28 16.7 4,401 8643.21 6155.65
Fourth Quarter 21.5 17.1 6,491 6425.69 5074.44
(through November
4, 2000)

(1) Source: Taiwan Stock Exchange Statistical Data 1998-2000, TSE.
(2) Stock prices have not been retroactively adjusted for stock dividends paid by the Company.

As of September 30, 2000, there were approximately 84,144 holders of record of shares of
Common Shares. The Taiwan Stock Exchange has experienced substantial fluctuations in the prices of
listed securities and there are currently limits on the range of daily price movements. For more
information about the Taiwan Stock Exchange, see “The Securities Markets of the Republic of China.”
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THE COMPANY

The following is qualified in its entirety by the more detailed information and financial statements,
including the notes thereto, appearing elsewhere in this Memorandum.

Introduction

The Company was incorporated on April 17, 1961 under the laws of the Republic of China, with the
purpose of engaging in the business of property and casualty insurance. The Company believes that it is the
leading property and casualty insurer in Taiwan. The Company’s Common Shares were listed for trading
on the Taiwan Stock Exchange in 1993. The Company presently underwrites a variety of insurance lines,
including fire insurance, motor insurance, marine cargo insurance, marine hull and fishing vessel insurance,
aviation insurance, engineering insurance, and a variety of lines of liability insurance. The Company’s
recently established Safety & Loss Control Department provides customers with loss prevention advisory
services, and its company-wide claims operational system received [SO 9002 certification in 1999, For the
year ended December 31, 1999 and the year ended December 31, 1998, the Company’s net earned
premiums were NT$8,184 million and NT$6,940 million, underwriting profits were NT$787 million and
NT$654 million, the net income of the Company was NT $2,602 million and NT$1,342 million, the total
assets of the Company were NT$61,119 million and NT$53,535 million, .and the stockholders’ equity was
NT$31,969 million and NT$29,875 million, respectively. For the six months ended June 30, 2000, the total
net income of the Company was NT$1,940 million.

The Company is a full-service property and casualty insurer, and is part of the Fubon Group (the
“Fubon Group™), which is a comprehensive financial services conglomerate in Taiwan. The Fubon Group
consists of multiple publicly and privately held companies, and offers Taiwan’s most complete line of
financial products and services, such as investment consulting, securities, securities financing, investment
trust, venture capital and futures investment. The Fubon Group also provides banking, life insurance,
investment and construction-related services, thus responding to the diverse needs of the business
community.

Principal Strengths

The Fubon Group has grown through its integrated marketing strategies, including the provision of
complementary, interdisciplinary financial services, and the sharing of professional talent and other internal
resources among the companies within the Fubon Group. As part of the Fubon Group, the Company
believes that it has competitive advantages stemming from a high degree of cooperation within the Fubon
Group and recognition of its strengths. With the continued support of the Fubon Group, the Company
believes that it can maintain its leadership position in the evolving property and casualty insurance industry
in Taiwan and expand its operations to other countries in Asia. In addition, the Company’s high
management proficiency and high personnel productivity should allow it to maintain strong profitability and
balanced growth throughout the economic cycle.

Business Strategy

The Company’s long-term goal is to maintain and enhance its position as the premier property
and casualty insurance company in Taiwan and to maximize the returns from funds available for
investments. In particular, the Company focuses on the following goals:

o Strengthening market share — the Company intends to strengthen its market share by continuing to
focus on product lines with higher growth potential such as liability and engineering insurance. The
6
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Company also expects market share growth from industry consolidation resulting from the
deregulation of the Republic of China property and casualty insurance industry, in which smaller
competitors are expected to be forced to exit or be merged with larger, better capitalized firms such as
the Company. The Company expects to be one of the main beneficiaries of deregulation in the
industry due to its long-standing market position and superior capitalization.

o Maintaining below industry average loss and combined ratios — the Company plans to ensure that its
increasing market share translates directly into underwriting profits by continuing to maintain and
improve its below industry average loss and combined ratios. The Company believes that its
experienced actuarial team and prudent underwriting criteria allow the Company to identify higher
quality risks and to price underwriting business accurately.

e Increasing focus on effective longer-term investments — as funds available for investments of the
Company increase, the Company’s investment strategy is to maintain sufficient investments in short-
term assets to meet liquidity needs and the short-term nature of its policies, and to increase the
amount of longer-term investments to enhance its longer-term returns.
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DESCRIPTION OF SHARE CAPITAL

Set forth below is a summary of information relating to the Company’s share capital including
brief summaries of the relevant provisions of the Company’s articles of incorporation, the Republic of
China Securities and Exchange Law and the Republic of China Company Law.

General

As of November 10, 2000, the Company’s authorized and paid-in share capital was
NT$17,597,764,710, divided into 1,759,776,471 Common Shares, all of which are issued and outstanding
and in registered form. The Company’s outstanding shares are held by public shareholders and other
investors in Taiwan. The Company does not have any equity in the form of preferred shares, convertible
bonds or otherwise outstanding as of the date of this Memorandum.

Dividends and Distributions

The Company is not permitted to distribute dividends or make other distributions to shareholders
in any year in which it does not record net income. The Republic of China Company Law also requires
that 10% of the Company’s annual net income, less prior years’ losses and outstanding tax, if any, be set
aside as a legal reserve until the accumulated legal reserve equals the Company’s paid-in capital. In
addition, the Company’s articles of incorporation provide that the remaining portion of the net income,
less prior years’ losses, outstanding taxes, the legal reserve and any special reserve, will be distributed as
dividends and bonuses, in the manner and amount resolved at the meeting of the Company’s shareholders;
provided, that (1) 1% to 5% of the distributable earnings shall be distributed as employee bonuses and (2)
50% to 100% of the distributable earnings shall be distributed as dividends, divided into 0% to 30% of
stock dividend and 70% to 100% cash dividend.

At each annual ordinary shareholders’ meeting, the Company’s board of directors submits to the
shareholders for their approval any proposal for the distribution of a dividend or the making of any other
distribution to shareholders from net income of the Company to the preceding fiscal year. All common
shares outstanding and fully paid as of the relevant record date are entitled to share equally in any
dividend or other distribution so approved. Dividends may be distributed in cash, in the form of common
shares or a combination of the two, as determined by the shareholders at the meeting.

The Company is not permitted to distribute dividends and bonuses if the Company does not
generate profit. However, in that case, under the Republic of China Company Law and the Company’s
articles of incorporation, if (1) the legal reserve of the Company exceeds 50% of its paid-in capital or (2)
the amount of such legal reserve and special reserve in any year exceeds 20% of net income, the
Company may use the excess amount to distribute dividends and bonuses. In addition, the Company is
also permitted to make distributions to its shareholders of additional Common Shares by capitalizing
reserves (including the legal reserve and any surplus reserve or capital surplus). However, amounts
payable by capitalizing the Company’s legal reserve are limited to 50% of the total accumulated legal
reserve and this capitalization can only be effected when the accumulated legal reserve exceeds 50% of
paid-in capital of the Company.

Changes in Share Capital

Under the Republic of China Company Law, any change in authorized share capital of the
Company requires an amendment to its articles of incorporation, which in turn requires approval at the
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meeting of the Company’s shareholders. Authorized but unissued Common Shares may be issued,
subject to applicable Republic of China law, upon terms as the Company’s board of directors may
determine.

Preemptive Rights

Under the Republic of China Company Law, when the Company issues new shares for cash,
existing shareholders who are listed on the shareholders’ register as of the record date have preemptive
rights to subscribe for the new issue in proportion to their existing shareholdings, while the Company’s
employees, whether or not they are existing shareholders, have a similar right to subscribe for such shares.
Any new shares that remain unsubscribed at the expiration of the subscription period may be offered to
the public or privately placed by the Company. ‘

In addition, in accordance with the Republic of China Securities and Exchange Law, a public
company that intends to offer new shares for cash must conduct a public offering of at least 10% of the
shares to be sold. This percentage can be increased by a resolution passed at a shareholders’ meeting,
which would diminish the number of new shares subject to the preemptive rights of existing shareholders.

Meetings of Shareholders

The Company is required by the Republic of China Company law and its articles of incorporation
to hold an ordinary meeting of its shareholders within six months following the end of each fiscal year.
These meetings are generally held in Taipei, Taiwan. Extraordinary shareholders’ meetings may be
convened by resolution of the board of directors or by the board of directors upon the written request of
any shareholder or shareholders who have held 3% or more of the outstanding common shares for more
than one year. Extraordinary shareholders’ meetings may also be convened by a supervisor. Notice in
writing of ordinary meetings of shareholders, stating the place, time and agenda must be dispatched to
each shareholder at least 20 days, in the case of ordinary meetings, and 10 days, in the case of
extraordinary meetings, before the date set for each meeting. Except in certain circumstances described
below, a majority of the holders of all issued and outstanding common shares present at a shareholders’
meeting constitutes a quorum for meetings of shareholders.

Voting Rights

The Company’s articles of incorporation provide that a holder of Common Shares has one vote
for each Common Share, except that a holder of more than 3% of the total outstanding common shares
will be discounted by 5% of that portion of the holding in excess of 3%. The Company’s articles of
incorporation also provide for cumulative voting for the election of directors and supervisors.

In general, a resolution can be adopted by the holders of at least a majority of the Common
Shares represented at a shareholders’ meeting at which the holders of a majority of all issued and
outstanding common shares are present. Under the Republic of China Company Law, the approval by at
least a majority of the Common Shares represented at a shareholders’ meeting in which a quorum of at
least two-thirds of all issued and outstanding Common Shares are represented is required for major
corporate actions, including:

e amendment to the Company’s articles of incorporation;

e transfer of the whole or substantial part of the Company’s business or assets;
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e execute, amend or terminate any contract that leases the Company’s whole business, mandates the
Company’s operation to other persons, or operates frequently the business for the joint interest of the
Company and other persons;

s taking over of the whole of the business or assets of any other company which would have a
significant impact on the Company’s operations; and

¢ distribution of any share dividend.

In case of a dissolution or amalgamation, approval by a majority of the Common Shares
represented at a shareholders’ meeting in which a quorum of at least three-fourths of all issued and
outstanding Common Shares are represented is required. Alternatively, the Republic of China Company
Law provides that in the case of a public company, such as the Company, a resolution may be adopted by
the holders of at least two-thirds (or three-fourths in case of dissolution or amalgamation) of the common
shares represented at a meeting of shareholders at which holders of at least a majority of issued and
outstanding common shares are present.

A shareholder may be represented at an ordinary or extraordinary meeting by proxy if a valid
proxy form is delivered to the Company five days before the commencement of the ordinary or
extraordinary shareholders’ meeting. Except for trust enterprises, where one person is appointed as proxy
by two or more shareholders who together hold more than 3% of the total issued common shares, the
votes of those shareholders in excess of 3% of the outstanding common shares shall not be counted.

Holders of GDSs may exercise voting rights with respect to the underlying common shares in the
manner as described in “Description of Depositary Global Receipts — Voting Rights.”

Register of Shareholders and Record Dates

The Company’s share registrar, Fubon Securities Co., Ltd., maintains its register of shareholders
at its offices in Taipei, Taiwan, and enters transfers of Common Shares in its register upon presentation of,
among other documents, certificates representing the Common Shares transferred. Under the Republic of
China Company Law and the Company’s articles of incorporation, the Company may, by giving advance
public notice, set a record date and close the register of shareholders for a specified period in order to
determine the shareholders and pledgees that are entitled to rights pertaining to the common shares. The
specified period required is as follows:

e ordinary shareholders’ meeting — one month;
e extraordinary shareholders’ meeting — fifteen days; and
e relevant record date — five days.

Annual Financial Statements

At least ten days before the annual ordinary shareholders’ meeting, the Company’s annual
financial statements must be available at its principal office in Taipei, Taiwan for inspection by the
shareholders.
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Transfer of Common Shares

The transfer of Common Shares in registered form is effected by endorsement and delivery of the
related share certificates but, in order to assert shareholders’ rights against the Company, the transferee
must have his name and address registered on the Company’s register of shareholders. Shareholders are
required to file their respective specimen seals, also known as chops, with the Company. Chops are
official stamps widely used in Taiwan by individuals and other entities to authenticate the execution of
official and commercial documents.

Repurchase of Common Shares by the Company

With minor exceptions, the Company cannot acquire its own Common Shares. Under the
Republic of China Company Law, any Common Shares so acquired must be sold at the current market
price within six months after their acquisition by the Company.

In addition, under the Republic of China Securities and Exchange Law, as amended on June 30,
2000 by the Legislative Yuan, which became effective on July 11, 2000, a company whose shares are
listed on the Taiwan Stock Exchange or traded on the Over-the-Counter Securities Exchange may,
pursuant to a board resolution adopted by a majority consent at a meeting attended by more than two-
thirds of the directors and pursuant to the procedures prescribed by the Republic of China and Futures
Commission, purchase its shares for the following purposes on the Taiwan Stock Exchange or the Over-
the-Counter Exchange or by a tender offer:

(1) for transfers of shares to the employees of such company;

(2) for conversion into shares from bonds with warrants, preferred shares with warrants, convertible
bonds, convertible preferred shares or certificates or warrants issued by such company; and

(3) for maintaining its credit and its shareholders’ equity, provided that the shares so purchased shall be
cancelled thereafter.

The total shares purchased by a company may not exceed 10% of its total issued and outstanding
shares. However, subject further to the Republic of China Insurance Law, the Company, as an insurance
company, may not buy back more than 5% of its total issued and outstanding shares. In addition, the total
amount for purchase of the shares shall not exceed the aggregate amount of the retained earnings, the
premium from shares issues and the realized portion of the capital reserve.

The shares purchased by a company pursuant to items (1) and (2) above shall be transferred to the
intended transferees within three years after the purchase, otherwise the same shall be cancelled. For the
shares to be cancelled pursuant to item (3) above, a company must complete amendment registration for
such cancellation within six months after the purchase.

The shares purchased by a company shall not be pledged or hypothecated. In addition, such

. company may not exercise any shareholders’ rights attaching to these shares. Such company’s affiliates

(as defined in Article 369-1 of the Republic of China Company Law), directors, supervisors, managers

and their respective spouses and minor children and/or nominees are prohibited from selling the shares of

a company held by them during the purchase period of such shares reported by such company to the
Republic of China Securities and Futures Commission.
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Liquidation Rights

In the event of liquidation of the Company, the assets remaining after payment of all debts,
liquidation expenses and taxes will be distributed pro rata to the shareholders in accordance with the
relevant provisions of the Republic of China Company law and the Company’s articles of incorporation.

Substantial Shareholders and Transfer Restrictions

The Republic of China Securities and Exchange Law currently requires that (1) each director,
supervisor, manager or substantial shareholder (i.e., shareholder who, together with his or her spouse,
minor children or nominees, holds more than 10% of the shares of a public company) to report any
change in that person’s shareholding to the issuer of the shares, and (2) each director, supervisor, manager
or substantial shareholder holding such common shares for more than a three month period to report his
or her intent to transfer any shares listed on the Taiwan Stock Exchange or traded on the Over-the-
Counter Securities Market to the Republic of China Securities and Futures Commission at least three days
before the intended transfer, unless the number of shares to be transferred is less than 10,000 shares.

In addition, the number of shares that can be sold or transferred on the Taiwan Stock Exchange
by any person subject to the restrictions described above on any given day may not exceed:

¢ 0.5% of the outstanding shares of a company, in case of such company with no more than 30 million
outstanding shares; or

* 0.5% of 30 million shares plus 0.25% of the outstanding shares exceeding 30 million shares in the
case of a company with more than 30 million outstanding shares; or

e in any case, 10% of the average trading volume (number of shares) on the Taiwan Stock Exchange
for the ten consecutive trading days preceding the reporting date on which day the director, supervisor,
manager or substantial shareholder reports the intended share transfer to the Republic of China
Securities and Futures Commission.

These restrictions do not apply to sales or transfers of the Company’s GDSs.
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DESCRIPTION OF GLOBAL DEPOSITARY SHARES

Citibank, N.A. has agreed to act as the depositary for the Global Depositary Shares, or “GDSs.”
Citibank’s depositary offices in New York are located at 111 Wall Street, New York, New York 10005.
Citibank's depositary offices in London are located at Cottons Centre, Hays Lane, London SE1 2QT,
England. Restricted and Regulation S Global Depositary Shares are referred to as “Restricted GDSs” and
“Regulation S GDSs,” respectively. In this summary the Company intends to use the term “GDSs” to
refer to both the Restricted GDSs and to the Regulation S GDSs. Uniless otherwise stated, you should
assume that the term “GDSs” encompasses both Restricted GDSs and Regulation S GDSs. GDSs are
represented by certificates that are commonly known as “Global Depositary Receipts” or “GDRs.” The
GDSs the Company is selling in United States are referred to and will be issued as Restricted GDS and
the GDSs the Company is selling outside the United States are referred to and will be issued as the .
Regulation S GDSs. GDSs represent ownership interests in securities that are on deposit with the
depositary.

The depositary has appointed a custodian to safe keep the securities on deposit. In this case, the
custodian is Citibank, N.A., Taipei Branch, having its principal office at Citicorp Center, 52, Min Sheng
East Road, Section 4, Taipei, the Republic of China.

The Company has appointed Citibank as depositary pursuant to two separate deposit agreements,
one for the Restricted GDSs (the “restricted deposit agreement™) and one for the Regulation S GDSs (the
“Regulation S deposit agreement”). A copy of the deposit agreements may be obtained from the
depositary. This is a summary description of the material terms of the GDSs and of your material rights
as an owner of GDSs. Please remember that summaries by their nature lack the precision of the
information summarized and that the rights and obligations of an owner of GDSs will be determined by
reference to the terms of the applicable deposit agreement and not by this summary. The Company urges
you to review the deposit agreements in their entirety.

For a period of 90 days, each GDS will represent an undivided interest in a certificate of payment
the Company has issued to represent the irrevocable right to receive definitive common shares from the
Company at the expiration of such period. Each GDS will during such period, represent an interest in the
certificate of payment representing the right to receive ten (10) Common Shares from the Company at the
end of such period. Afier such period, each GDS will represent, the right to receive ten (10} Common
Shares on deposit with the custodian. A GDS will also represent the right to receive any other property
received by the depositary or the custodian on behalf of the owner of the GDS but that has not been
distributed to the owners of GDSs because of legal restrictions or practical considerations.

If you become an owner of GDSs, you will become a party to the applicable deposit agreement
and therefore will be bound to its terms and to the terms of the GDR that represents your GDSs. The
deposit agreement and the GDR specify the Company’s rights and obligations as well as your rights and
obligations as owner of GDSs and those of the depositary. As a GDS holder you appoint the depositary to
act on your behalf in certain circumstances. The deposit agreements and the GDRs are governed by New
York law. However, the Company’s obligations to the holders of the Common Shares will continue to be
governed by the laws of the Republic of China, which may be different from the laws in the United States,
Hong Kong or other jurisdictions.

When the Company refers to “you,” the Company assumes the reader owns GDSs and will own
GDSs at the relevant time. When the Company refers to a “holder” the Company assumes the person
owns GDSs and such person’s agent (i.e., broker, custodian, bank, trust company) is the holder of the
applicable GDR.
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Distinctions between “Restricted GDSs” and “Regulation S GDSs”

The Restricted GDSs and the Regulation S GDSs are similar in many ways but are different
primarily on account of the requirements of the U.S. securities laws and certain contractual limitations.
The Restricted GDSs are “restricted securities” under the U.S. securities laws and as such are subject to
limitations on their issuance, transfer and cancellation. The Regulation S GDSs are not per se “restricted
securities” under the U.S. securities laws, but the Company has imposed certain contractual restrictions
on the Regulation S GDSs in an effort to prevent the transfer of Regulation S GDSs in violation of the
U.S. securities laws. The restrictions the Company imposes on the Regulation S GDSs will be in place
for a period of 40 days after the Company closes the offering of the Regulation S GDSs described in this
Information Memorandum.

These distinctions and the requirements of the U.S. securities laws may require the Company and
the depositary to treat the Regulation S GDSs and the Restricted GDSs differently at any time in the
future. There can be no guarantee that holders of Restricted GDSs will receive the same entitlements as
holders of Regulation S GDSs and vice versa. Please refer to the applicable deposit agreements to
determine your rights as GDS owner. A copy of the deposit agreement is available from the depositary
upon request.

Settlement and Safekeeping

The Company and the depositary have not made arrangements for the GDSs to be eligible in any
clearing system and no such arrangements may be made without the consent of Travelers Insurance.
Definitive GDRs will be printed to represent the applicable GDSs and will be delivered to the applicable
GDS owners.

Transfer Restrictions

The GDSs may be resold, pledged or otherwise transferred only in compliance with the U.S.
securities laws. The transfer limitations applicable to the Regulation S GDSs and the Restricted GDSs are
described in the legends set forth below. Prior to transfer of your GDSs, you will be asked by the
depositary to provide certifications confirming the appropriateness of the transfer under applicable law
and the deposit agreements. A form of the transfer certifications is attached to the deposit agreements and
is available from the depositary upon request.

Dividends and Distributions

As a holder, you generally have the right to receive the distributions the Company makes on the
securities deposited with the custodian. Your receipt of these distributions may be limited, however, by
practical considerations and legal limitations. Holders will receive such distributions under the terms of
the deposit agreements in proportion to the number of GDSs held as of a specified record date.

Distributions of Cash

Whenever the Company makes a cash distribution for the securities on deposit with the custodian,
the Company will notify the depositary and deposit the funds with the custodian. Upon receipt of such
notice and of confirmation of the deposit of the requisite funds, the depositary will arrange for the funds
to be converted into U.S. dollars and for the distribution of the U.S. dollars to the holders, subject to
Republic of China laws and regulations.
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The conversion into U.S. dollars will take place only if practicable and if the U.S. dollars are
transferable to the United States. The amounts distributed to holders will be net of the fees, expenses,
taxes and governmental charges payable by holders under the terms of the deposit agreements. The
depositary will apply the same method for distributing the proceeds of the sale of any property (such as
undistributed rights) held by the custodian in respect of securities on deposit.

Distributions of Common Shares

Whenever the Company makes a free distribution of the Common Shares for the securities on
deposit with the custodian, the Company will notify the depositary and deposit the applicable number of
Common Shares with the custodian. Upon receipt of notice of such deposit, the depositary will either
distribute to holders new GDSs representing the Common Shares deposited or modify the GDS-to-shares
ratio, in which case each GDS you hold will represent rights and interests in the additional Common
Shares so deposited. Only whole new GDSs will be distributed. Fractional entitlements will be sold and
the proceeds of such sale will be distributed as in the case of a cash distribution.

The distribution of new GDSs or the modification of the GDS-to-shares ratio upon a distribution
of Common Shares will be made net of the fees, expenses, taxes and governmental charges payable by
holders under the terms of the deposit agreements. In order to pay such taxes or governmental charges,
the depositary may sell all or a portion of the new Common Shares so distributed.

No such distribution of new GDSs will be made if it would violate U.S. law (i.e., the U.S.
securities laws) or if it is not operationally practicable. If the depositary does not distribute new GDSs as
described above, it will use its best efforts to sell the Common Shares received and will distribute the
proceeds of the sale as in the case of a distribution of cash.

Distributions of Rights

Whenever the Company intends to distribute rights to purchase additional Common Shares, it will
give prior notice to the depositary and it will assist the depositary in determining whether it is lawful and
reasonably practicable to distribute rights to purchase additional GDSs to holders.

The depositary will establish procedures to distribute rights to purchase additional GDSs to
holders and to enable such holders to exercise such rights if it is lawful and reasonably practicable to
make the rights available to holders of GDSs, and if the Company provides all of the documentation
contemplated in the applicable deposit agreement (such as opinions to address the lawfuiness of the
transaction). You may have to pay fees, expenses, taxes and other governmental charges to subscribe for
the new GDSs upon the exercise of your rights. The depositary is not obligated to establish procedures to
facilitate the distribution and exercise by holders of rights to purchase new Common Shares other than in
the form of GDSs.

The depositary will not distribute the rights to you if:
. The Company fails to deliver satisfactory documents to the depositary; or
. It is not reasonably practicable to distribute the rights.

The depositary will sell the rights that are not exercised or not distributed if such sale is lawful
and reasonably practicable. The proceeds of such sale will be distributed to holders as in the case of a
cash distribution. If the depositary is unable to sell the rights, it will allow the rights to lapse.
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Elective Distributions

Whenever the Company intends to distribute a dividend payable at the election of shareholders
either in cash or in additional Common Shares, the Company will give prior notice thereof to the
depositary and will indicate whether we wish the elective distribution to be made available to you. In
such case, the Company will assist the depositary in determining whether such distribution is lawful and
reasonably practicable.

The depositary will make the election available to you only if it is reasonably practicable and if
the Company has provided all of the documentation contemplated in the deposit agreement. In such case,
the depositary will establish procedures to enable you to elect to receive either cash or additional GDSs,
in each case as described in the deposit agreements.

If the election is not made available to you, you will receive either cash or additional GDSs,
depending on what a shareholder in the Republic of China would receive upon failing to make an election,
as more fully described in the corresponding deposit agreement.

Other Distributions

Whenever the Company intends to distribute property other than cash, Common Shares or rights
to purchase additional Common Shares, the Company will notify the depositary in advance and will
indicate whether the Company wishes such distribution to be made to you. If so, the Company will assist
the depositary in determining whether such distribution to holders is lawful and reasonably practicable.

If it is reasonably practicable to distribute such property to you and if the Company provides all
of the documentation contemplated in the deposit agreements, the depositary will distribute the property
to the holders in a manner it deems practicable.

The distribution will be made net of fees, expenses, taxes and governmental charges payable by
holders under the terms of the deposit agreement. In order to pay such taxes and governmental charges,
the depositary may sell all or a portion of the property received.

The depositary will not distribute the property to you and will sell the property if:

. The Company does not request that the property be distributed to you or if we
ask that the property not be distributed to you; or

. The Company does not deliver satisfactory documents to the depositary; or

. The depositary determines that all or a portion of the distribution to you is not

reasonably practicable.

The proceeds of such a sale will be distributed to holders as in the case of a cash distribution.

Changes Affecting the Common Shares

The Common Shares held on deposit for your GDSs are subject to change from time to time. For
example, there may be a split-up, cancellation, consolidation or reclassification of such Common Shares
or a recapitalization, reorganization, merger, consolidation or sale of assets.

If any such change were to occur, your GDSs would, to the extent permitted by law, represent the
right to receive the property received or exchanged in respect of the Common Shares held on deposit.
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The depositary may in such circumstances deliver new GDSs to you or call for the exchange of your
existing GDSs for new GDSs. If the depositary may not lawfully distribute such property to you, the
depositary may sell such property and distribute the net proceeds to you as in the case of a cash
distribution, '

Issuance of GDSs upon Deposit of Common Shares

Subject to the terms of the applicable deposit agreements and the requirements of Republic of
China law, the depositary may create GDSs on your behalf if you or your broker deposit Common Shares
with the custodian. The depositary will deliver these GDSs to the person you indicate only after you pay
any applicable issuance fees and any charges and taxes payable for the transfer of the Common Shares to
the custodian and you provide the applicable deposit certification. Your ability to deposit Common
Shares and receive GDSs may be limited by U.S. and the Republic of China legal considerations
applicable at the time of deposit.

Under the laws of the Republic of China, as in effect currently, the depositary shall not increase
the size of the GDS issuance or re-issue GDSs without specific approval of the Republic of China
Securities and Futures Commission, except for the following:

. the distribution of share dividends or other free distribution of shares, or

. the exercise of preemptive rights on the part of GDS holders at the time of an
offering by the Company for cash, or

. the GDSs are redeemed and the Common Shares underlying such redeemed
GDS:s are sold, then bought back from the domestic market by the holders of
GDSs or by the depositary delegated by the holders of GDSs, within the scope of
such sold Common Shares and delivered to the custodian, the depositary may,
subject to the laws and regulations of Republic of China and in accordance with
the provisions of the depositary agreement and the custodian agreement, within
the scope of such sold Common Shares re-issue the GDRs.

Please note that the laws of the Republic of China may change from time to time. Future changes
of the Republic of China law may adversely affect your ability to deposit Common Shares.

The issuance of GDSs may be delayed until the depositary or the custodian receives confirmation
that all required approvals have been given and that the Common Shares have been duly transferred to the
custodian. The depositary will only issue GDSs in whole numbers.

When you make a deposit of Common Shares, you will be responsible for transferring good and
valid title to the depositary. As such, you will be deemed to represent and warrant that:

. The Common Shares are duly authorized, validly issued, fully paid,
non-assessable and legally obtained.

. All preemptive (and similar) rights, if any, with respect to such Common Shares
have been validly waived or exercised.

. You are duly authorized to deposit the Common Shares.
. The Common Shares presented for deposit are free and clear of any lien,
encumbrance, security interest, charge, mortgage or adverse claim.
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. The Common Shares presented for deposit have not been stripped of any rights
or entitlements.

. The Common Shares deposited in the Regulation S GDR facility are not, and the
Regulation S GDSs issued upon deposit will not be, "restricted securities" (under
the Securities Act).

If any of the representations or warranties are incorrect in any way, the Company and the
depositary may, at your cost and expense, take any and all actions necessary to correct the consequences
of the misrepresentations. :

When you deposit Common Shares to receive GDSs, you will be required to provide the
depositary with a deposit certification confirming the appropriateness of the deposit under law and the
terms of the deposit agreement. The deposit certifications for the Regulation S GDSs are quite different
from the deposit certifications required for Restricted GDSs. A copy of the form of deposit certifications
for the GDSs is attached to the applicable deposit agreements and may be obtained from the depositary
upon request.

Withdrawal of Common Shares Upon Cancellation of GDSs

As a holder, you will be entitled to present your GDSs to the depositary for cancellation and then
receive the corresponding number of underlying Common Shares at the custodian’s offices. Your ability
to withdraw the Common Shares may be limited by U.S. and the Republic of China law considerations
applicable at the time of withdrawal. Under the applicable laws and regulations of the Republic of China,
the holders of the GDSs may not withdraw the Common Shares represented by the GDSs during a three-
months lock-up period following the closing of the Offering. In order to withdraw the Common Shares
represented by your GDSs, you will be required to pay to the depositary the fees for cancellation of GDSs
and any charges and taxes payable upon the transfer of the Common Shares being withdrawn and you will
be required to provide to the depositary the applicable withdrawal certification. You assume the risk for
delivery of all funds and securities upon withdrawal. Once canceled, the GDSs will not have any rights
under the corresponding deposit agreement.

Under current Republic of China law, any person withdrawing Common Shares from the GDR
facilities will be required to appoint an eligible agent in the Republic of China to open a securities trading
account with the approval of the Taiwan Stock Exchange and a related bank account. Without such
appointment, you will not be able to hold or sell the Common Shares in the Republic of China. The laws
of the Republic of China may change from time to time. Future changes of the Republic of China law
may adversely affect your ability to withdraw Common Shares.

Until such time as the Company delivers Common Shares to the depositary in satisfaction of the
Company’s obligation under the certificate of payment, your GDSs will represent an undivided interest in
a certificate of payment. You will be able to withdraw Common Shares upon cancellation of your GDS
only after the Company has delivered Common Shares to the depositary in satisfaction of the certificate of

payment.

If you hold a GDR registered in your name, the depositary may ask you to provide proof of
identity and genuineness of any signature and such other documents as the depositary may deem
appropriate before it will cancel your GDSs. The withdrawal of the Common Shares represented by your
GDSs may be delayed until the depositary receives satisfactory evidence of compliance with all
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applicable laws and regulations. Please keep in mind that the depositary will only accept GDSs for
cancellation that represent a whole number of securities on deposit.

The deposit agreements may not be modified to impair your right to withdraw the securities
represented by your GDSs except to comply with mandatory provisions of law.

When you request the withdrawal of the Common Shares represented by your Restricted GDSs,
you will be required to provide the depositary with a withdrawal certification confirming the
appropriateness of the withdrawal under law and the terms of the applicable deposit agreement. The
withdrawal certifications for the Regulation S GDSs are quite different from those for the Restricted
GDSs. A form of the withdrawal certifications is attached to the applicable deposit agreements and can
be obtained from the depositary upon request.

Anyone withdrawing Common Shares from the GDR facilities will be asked to certify the
following information to the Company and the Depositary so as to enable the Company to comply with
certain Republic of China reporting obligations:

. whether or not you are one of the Company’s "Related Persons" (as defined
below),
. the number of Common Shares and GDSs you will own after the withdrawal of

Common Shares,

. that you are or represent the beneficial owner of the GDSs presented to the
depositary for the purpose of withdrawing Common Shares, and

. the name, address and nationality of the beneficial owner of the GDSs presented
for cancellation and withdrawal of Common Shares.

Voting Rights

As a GDSs owner, you generally have the right under the deposit agreements to instruct the
depositary to exercise the voting rights for the Common Shares represented by your GDSs. For a
description of the voting rights of holders of Common Shares, see “Description of Share Capital — Voting
Rights.”

Under the Company’s Articles of Incorporation and Republic of China Company Law and related
regulations, the right of shareholders to vote Common Shares is subject to the following:

. the number of votes holders of more than 3% of the outstanding Common Shares
can exercise is discounted by 5% of the number of Common Shares hold in
excess of 3%,

. the election of directors and supervisor takes place by means of cumulative
voting,
. shareholders cannot split their voting rights (other than in an election of directors

and supervisors) and must vote all Common Shares held in the same manner.

At the Company’s request, the depositary will distribute to you any notice of shareholders’
meeting timely received from the Company together with information explaining how to instruct the
depositary to exercise the voting rights of the securities represented by GDSs.
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Holders of GDSs will not have individual voting rights with respect to the Common Shares
represented as the depositary as record holder of those Common Shares must vote all Common Shares in

GDR facility in he same manner.

If the depositary timely receives voting instructions from an owner of GDSs, it will endeavor to
vote the securities represented by the owner’s GDSs in accordance with such voting instructions and the
terms of the applicable deposit agreement.

If holders of GDSs in any GDR facility together vote at least a majority all GDSs outstanding in
the same manner, the depositary shall take the actions necessary to appoint a representative of the
depositary and the holders of GDSs to attend the shareholders meeting with authority and instruction to
vote all Common Shares held in the GDR facility in accordance with the instructions of the majority of
the GDSs holders.

If holders of GDSs in any GDR facility together do not vote at least a majority of all GDSs
outstanding in the same manner for any reason, other than the Company’s failure to timely provide the
depositary with the requisite information about the sharcholders' meeting, the depositary shall on the basis
of deemed instructions of holders of GDSs under the terms of the applicable deposit agreement, give a
discretionary proxy to the representative designated by Travelers Insurance to vote all Common Shares
held in the GDR facility in his/her discretion. The manner in which the discretionary proxy is voted may
not be in the interest of GDS holders. The ability of the depositary to grant the discretionary proxy in the
circumstances described above is subject to the depositary receiving an opinion of counsel addressing the
legality and potential liability of so acting.

The depositary shall, to the extent not prohibited by Republic of China law, make an independent
determination of voting instructions received from for each GDR facility, and as a result the voting
instructions of holders of Restricted GDSs should not affect the voting rights of holders of Regulation S
GDSs, and vice versa.

The Company cannot assure you that you will receive voting materials in time to enable you to
return voting instructions to the depositary in a timely manner.

Fees and Charges

As a GDS holder, you will be required to pay the following service fees to the depositary:

Service Fees
. Issuance of GDSs Up to U.S.5¢ per GDS issued
. Cancellation of GDSs No fees
. Distribution of GDSs Up to U.S.5¢ per GDS issued

pursuant to stock dividends,
free stock distributions or exercise
of rights
. Distribution of cash dividends or Up to U.S.2¢ per GDS held
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other cash distributions

. Transfer of GDRs ‘ U.S.$1.50 per certificate presented for transfer

As a GDS holder you will also be responsible to pay certain fees and expenses incurred by the
depositary and certain taxes and governmental charges such as:

. Fees for the delivery, transfer and registration of the Common Shares charged by the
registrar and transfer agent for the Common Shares in the Republic of China (i.e., upon
deposit and withdrawal of Common Shares).

. Expenses incurred for converting foreign currency into U.S. dollars and in complying
with exchange control regulations.

. Expenses for cable, telex and fax transmissions and for delivery of securities.

. Taxes and duties upon the transfer of securities (i.e., when Common Shares are deposited
or withdrawn from deposit).

The Company has agreed to pay certain other charges and expenses of the depositary. Note that
the fees and charges you may be required to pay may vary over time and may be changed by the
Company and by the depositary. You will receive prior notice of such changes.

Amendments and Termination

The Company may agree with the depositary to modify the Regulation S deposit agreement at
any time without the consent of holders of Regulation S GDSs. The Company undertakes to give holders
of Regulation S GDSs 30 days’ prior notice of any modifications that would materially prejudice any of
their substantial rights under the Regulation S deposit agreement. The Company will not consider to be
materially prejudicial to substantial rights any modifications or supplements that are reasonably necessary
for the Regulation S GDSs to be registered under the Securities Act, in each case without imposing or
increasing the fees and charges you are required to pay. You will be bound by the modifications to the
Regulation S deposit agreement if you continue to hold your Regulation S GDSs after the modifications
to the applicable deposit agreements become effective.

The Company may agree with the depositary to modify the restricted deposit agreement at ay
time but only (i) upon the expiration of thirty days' notice and (ii) if certain holders of restricted GDSs
have not delivered a written notice of objection to such amendment to the depositary and to the Company
prior to the expiration of the thirty days notice period.

The deposit agreement cannot be amended to prevent you from withdrawing the Common Shares
represented by your GDSs (except as permitted by law). The Company may not be able to provide you
with prior notice of any modifications or supplements that are required to accommodate compliance with
applicable provisions of law.

The Company has the right to direct the depositary to terminate the deposit agreements. Similarly,
the depositary may in certain circumstances on its own initiative terminate the deposit agreements. In
either case, the depositary must give notice to the holders at least 30 days before termination.

Upon termination, the following will occur under the deposit agreement:
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for a period of six months after termination, you will be able to request the cancellation
of your GDSs and the withdrawal of the Common Shares represented by your GDSs and
the delivery of all other property held by the depositary in respect of those Common
Shares on the same terms as prior to the termination. During such six months’ period the
depositary will continue to collect all distributions received on the Common Shares on
deposit (i.e., dividends) but will not distribute any such property to you until you request
the cancellation of your GDSs.

After the expiration of such six months’ period, the depositary may sell the securities
held on deposit. The depositary will hold the proceeds from such sale and any other
funds then held for the holders of GDSs in a non-interest bearing account. At that point,
the depositary will have no further obligations to holders other than to account for the
funds then held for the holders of GDSs still outstanding.

Books of Depositary

The depositary will maintain GDS holder records at its depositary office. You may inspect such
records at such office at reasonabie times but solely for the purpose of communicating with other holders
in the interest of business matters relating to the GDSs and the deposit agreements.

The depositary will maintain in New York facilities to record and process the issuance,
cancellation, combination, split-up and transfer of GDRs. These facilities may be closed from time to
time, to the extent not prohibited by law.

Limitations on Obligations and Liabilities

The deposit agreement limits the Company’s obligations and the depositary’s obligations to you.
Please note the following:

[NYC] 3433584

The Company and the depositary are obligated only to take the actions specifically stated
in the deposit agreements without negligence or bad faith.

The depositary disclaims any liability for any failure to carry out voting instructions, for
any manner in which a vote is cast or for the effect of any vote, provided it acts in good
faith and in accordance with the terms of the deposit agreements.

The depositary disclaims any liability for any failure to determine the lawfulness or
practicality of any action, for the content of any document forwarded to you on the
Company’s behalf or for the accuracy of any translation of such a document, for the
investment risks associated with investing in Common Shares, for the validity or worth of
the Common Shares, for any tax consequences that result from the ownership of GDSs,
for the credit-worthiness of any third party, for allowing any rights to lapse under the
terms of the deposit agreements, for the timeliness of any of the Company’s notices or for
the Company’s failure to give notice.

The Company and the depositary will not be obligated to perform any act that is
inconsistent with the terms of the deposit agreements.

The Company and the depositary disclaim any liability if the Company is prevented or
forbidden from acting on account of any law or regulation, any provision of the
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Company’s Articles of Incorporation, any provision of any securities on deposit or by
reason of any act of God or war or other circumstances beyond the Company’s control.

. The Company and the depositary disclaim any liability by reason of any exercise of, or
failure to exercise, any discretion provided for the deposit agreements or in the
Company’s Articles of Association or in any provisions of securities on deposit.

. The Company and the depositary further disclaim any liability for any action or inaction
in reliance on the advice or information received from legal counsel, accountants, any
person presenting Common Shares for deposit, any holder of GDSs or authorized
representatives thereof, or any other person believed by either of the Company and the
depositary in good faith to be competent to give such advice or information.

. The Company and the depositary also disclaim liability for the inability by a holder to
benefit from any distribution, offering, right or other benefit which is made available to
.holders of Common Shares but is not, under the terms of the deposit agreements, made
available to you.

. The Company and the depositary may rely without any liability upon any written notice,
request or other document believed to be genuine and to have been signed or presented
by the proper parties.

. The Company and the depositary also disclaim any liability for consequential or punitive

damages for any breach of the terms of the applicable deposit agreements.

Pre-Release Transactions

The depositary may, in certain circumstances, issue GDSs before receiving a deposit of Common
Shares or release Common Shares before receiving GDSs for cancellation. These transactions are
commonly referred to as “pre-release transactions.” The deposit agreements limit the aggregate size of
pre-release transactions and imposes a number of conditions on such transactions (i.e., the need to receive
collateral, the type of collateral required, the representations required from brokers, etc.). The depositary
may retain the compensation received from the pre-release transactions.

The depositary may, in certain circumstances, cause the Common Shares represented by GDSs to
be sold in the Republic of China before receiving the GDR that represents such GDSs for cancelilation.
The transactions are referred to as "pre-cancellation sales”. The deposit agreements limit the aggregate
size of pre-cancellation sales transactions and imposes a number of restrictions on such transactions (i.e.
the collateral to be received and the representations required from the brokers). The depositary may
retain compensation received from pre-cancellation sales transactions.

Taxes

You will be responsible for the taxes and other governmental charges payable on the GDSs and
the securities represented by the GDSs. The Company, the depositary and the custodian may deduct from
any distribution the taxes and governmental charges payable by holders and may sell any and all property
on deposit to pay the taxes and governmental charges payable by holders. You will be liable for any
deficiency if the sale proceeds do not cover the taxes that are due.

The depositary may refuse to issue GDSs, to deliver, transfer, split and combine GDRs or to
release securities on deposit until all taxes and charges are paid by the applicable holder. The depositary
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and the custodian may take reasonable administrative actions to obtain tax refunds and reduced tax
withholding for any distributions on your behalf. However, you may be required to provide to the
depositary and to the custodian proof of taxpayer status and residence and such other information as the
depositary and the custodian may require to fulfill legal obligations. You are required to indemnify the
Company, the depositary and the custodian for any claims with respect to taxes based on any tax benefit
obtained for you.

Foreign Currency Conversion

The depositary will arrange for the conversion of all foreign currency received into U.S. dollars if
such conversion is practicable, and it will distribute the U.S. dollars in accordance with the terms of the
deposit agreements. You may have to pay fees and expenses incurred in converting foreign currency,
such as fees and expenses incurred in complying with currency exchange controls and other governmental
requirements.

If the conversion of foreign currency is not practicable or lawful, or if any required approvals are
denied or not obtainable at a reasonable cost or within a reasonable period, the depositary may take the
following actions in its discretion:

. Convert the foreign currency to the extent practicable and lawful and distribute the U.S.
dollars to the holders for whom the conversion and distribution is lawful and practicable.

. Distribute the foreign currency to holders for whom the distribution is lawful and
practicable.
. Hold the foreign currency (without liability for interest) for the applicable holders.
Legends

The Restricted GDR(s) issued to represent the Restricted GDSs offered for sale herein shall contain,
and all owners of Restricted GDS’s shall be bound by the terms of, the following legend:

NEITHER THIS RESTRICTED GDR, NOR THE RESTRICTED GDSs EVIDENCED
HEREBY, NOR THE COMMON SHARES REPRESENTED THEREBY HAVE BEEN OR
WILL BE REGISTERED UNDER THE U.S. SECURITIES ACT OF 1933, AS AMENDED
(THE “SECURITIES ACT”), OR WITH ANY SECURITIES REGULATORY AUTHORITY
OF ANY STATE OR OTHER JURISDICTION OF THE UNITED STATES. THE OFFER,
SALE, PLEDGE OR OTHER TRANSFER OF THIS RESTRICTED GDR, THE RESTRICTED
GDSs EVIDENCED HEREBY AND THE COMMON SHARES REPRESENTED THEREBY
EACH IS SUBJECT TO CERTAIN CONDITIONS AND RESTRICTIONS. THE HOLDERS
AND THE BENEFICIAL OWNERS HEREOF, BY PURCHASING OR OTHERWISE
ACQUIRING THIS RESTRICTED GDR AND THE RESTRICTED GDSs EVIDENCED
HEREBY, ACKNOWLEDGE THAT SUCH RESTRICTED GDR, THE RESTRICTED GDSs
EVIDENCED HEREBY AND THE COMMON SHARES REPRESENTED THEREBY HAVE
NOT BEEN REGISTERED UNDER THE SECURITIES ACT AND AGREE FOR THE
BENEFIT OF THE COMPANY AND THE DEPOSITARY THAT THIS RESTRICTED GDR,
THE RESTRICTED GDSs EVIDENCED HEREBY AND THE COMMON SHARES
REPRESENTED THEREBY MAY BE REOFFERED, RESOLD, PLEDGED OR OTHERWISE
TRANSFERRED ONLY IN COMPLIANCE WITH THE SECURITIES ACT AND
APPLICABLE LAWS OF THE STATES, TERRITORIES AND POSSESSIONS OF THE
UNITED STATES GOVERNING THE OFFER AND SALE OF SECURITIES AND ONLY (1)
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OUTSIDE THE UNITED STATES TO A PERSON OTHER THAN A U.S. PERSON (AS
SUCH TERMS ARE DEFINED IN REGULATION S UNDER THE SECURITIES ACT) IN
ACCORDANCE WITH RULE 903 OR 904 OF REGULATION S UNDER THE SECURITIES
ACT, (2) PURSUANT TO AN EXEMPTION FROM THE REGISTRATION REQUIREMENTS
OF THE SECURITIES ACT PROVIDED BY RULE 144 UNDER THE SECURITIES ACT (IF
AVAILABLE), OR (3) PURSUANT TO AN EFFECTIVE REGISTRATION STATEMENT
UNDER THE SECURITIES ACT.

THE BENEFICIAL OWNER OF COMMON SHARES RECEIVED UPON
CANCELLATION OF ANY RESTRICTED GDS MAY NOT DEPOSIT OR CAUSE TO BE
DEPOSITED SUCH COMMON SHARES INTO ANY DEPOSITARY RECEIPT FACILITY
ESTABLISHED OR MAINTAINED BY A DEPOSITARY BANK, OTHER THAN A
RESTRICTED DEPOSITARY RECEIPT FACILITY, SO LONG AS SUCH COMMON
SHARES ARE “RESTRICTED SECURITIES” WITHIN THE MEANING OF RULE 144(a)(3)
UNDER THE SECURITIES ACT. NO REPRESENTATION CAN BE MADE AS TO THE
AVAILABILITY OF THE EXEMPTION PROVIDED BY RULE 144 UNDER THE
SECURITIES ACT FOR RESALE OF THE COMMON SHARES OR THE RESTRICTED
GDSs.

EACH HOLDER AND BENEFICIAL OWNER, BY ITS ACCEPTANCE OF THIS
RESTRICTED GDR OR A BENEFICIAL INTEREST IN THE RESTRICTED GDSs
EVIDENCED HEREBY, AS THE CASE MAY BE, REPRESENTS THAT IT UNDERSTANDS
AND AGREES TO THE FOREGOING RESTRICTIONS.

The Regulation S GDR(s) issued to represent the Regulation S GDSs offered for sale herein shall
contain, and all owners of Regulation S GDSs shall be bound by the terms of, the following legend:

NEITHER THIS REGULATION S GDR, NOR THE REGULATION S GDSs
EVIDENCED HEREBY, NOR THE COMMON SHARES REPRESENTED THEREBY HAVE
BEEN OR WILL BE REGISTERED UNDER THE U.S. SECURITIES ACT OF 1933, AS
AMENDED (THE “SECURITIES ACT”), OR WITH ANY SECURITIES REGULATORY
AUTHORITY OF ANY STATE OR OTHER JURISDICTION OF THE UNITED STATES.
THE OFFER, SALE, PLEDGE OR OTHER TRANSFER OF THIS REGULATION S GDR,
'THE REGULATION S GDSs EVIDENCED HEREBY AND THE COMMON SHARES
REPRESENTED THEREBY EACH IS SUBJECT TO CERTAIN CONDITIONS AND
RESTRICTIONS. THE HOLDERS AND THE BENEFICIAL OWNERS HEREOF, BY
PURCHASING OR OTHERWISE ACQUIRING THIS REGULATION S GDR AND THE
REGULATION S GDSs EVIDENCED HEREBY, ACKNOWLEDGE THAT SUCH
REGULATION S GDR, THE REGULATION S GDSs EVIDENCED HEREBY AND THE
COMMON SHARES REPRESENTED THEREBY HAVE NOT BEEN REGISTERED UNDER
THE SECURITIES ACT AND AGREE FOR THE BENEFIT OF THE COMPANY AND THE
DEPOSITARY THAT THIS REGULATION S GDR, THE REGULATION S GDSs
EVIDENCED HEREBY AND THE COMMON SHARES REPRESENTED THEREBY MAY
BE REOFFERED, RESOLD, PLEDGED OR OTHERWISE TRANSFERRED ONLY IN
COMPLIANCE WITH THE SECURITIES ACT AND APPLICABLE LAWS OF THE STATES,
TERRITORIES AND POSSESSIONS OF THE UNITED STATES GOVERNING THE OFFER
AND SALE OF SECURITIES AND, PRIOR TO THE EXPIRATION OF THE RESTRICTED
PERIOD (DEFINED AS 40 DAYS AFTER THE LATER OF (I) THE COMMENCEMENT OF
THE OFFERINGS OF (A) REGULATION S GDSs OUTSIDE THE UNITED STATES IN
RELIANCE ON REGULATION S AND ANY OTHER APPLICABLE LAW IN
TRANSACTION S EXEMPT FROM REGISTRATION UNDER THE SECURITIES ACT AND
(B) RESTRICTED GDSs IN THE UNITED STATES TO QUALIFIED INSTITUTIONAL
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BUYERS, AND (1I) THE CLOSING DATE WITH RESPECT TO THE REGULATION S GDSs)
ONLY (1) OUTSIDE THE UNITED STATES TO A PERSON OTHER THAN A U.S. PERSON

(AS SUCH TERMS ARE DEFINED IN REGULATION S UNDER THE SECURITIES ACT)

IN ACCORDANCE WITH RULE 903 OR 904 OF REGULATION S UNDER THE

SECURITIES ACT, OR (2) PURSUANT TO AN EXEMPTION FROM THE REGISTRATION

REQUIREMENTS OF THE SECURITIES ACT PROVIDED BY RULE 144 UNDER THE

SECURITIES ACT (IF AVAILABLE), OR (3) PURSUANT TO AN EFFECTIVE

REGISTRATION STATEMENT UNDER THE SECURITIES ACT;

UPON THE EXPIRATION OF THE RESTRICTED PERIOD, THIS REGULATION S
GDR, THE REGULATION S GDSs EVIDENCED HEREBY AND THE COMMON SHARES
REPRESENTED BY REGULATION S GDSs SHALL NO LONGER BE SUBJECT TO THE
RESTRICTIONS ON TRANSFER PROVIDED IN THIS LEGEND, PROVIDED THAT AT
THE TIME OF SUCH EXPIRATION THE OFFER AND SALE OF THE REGULATION S
GDSs EVIDENCED HEREBY AND THE COMMON SHARES REPRESENTED THEREBY
BY THE HOLDER THEREOF IN THE UNITED STATES WOULD NOT BE RESTRICTED
UNDER THE SECURITIES LAWS OF THE UNITED STATES OR ANY STATE,
TERRITORY OR POSSESSION OF THE UNITED STATES.

EACH HOLDER AND BENEFICIAL OWNER, BY ITS ACCEPTANCE OF THIS
REGULATION S GDR OR A BENEFICIAL INTEREST IN THE REGULATION S GDSs
EVIDENCED HEREBY, AS THE CASE MAY BE, REPRESENTS THAT IT UNDERSTANDS
AND AGREES TO THE FOREGOING RESTRICTIONS.
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THE SECURITIES MARKETS OF THE REPUBLIC OF CHINA

The information provided in this section has been extracted from various government and other
publicly available publications which have not been prepared or independently verified by the Company, the
Selling Agent, the depositary or any of their respective affiliates or advisors in connection with this Offering.
References to the Republic of China Securities and Futures Commission in this section include both the
Republic of China Securities and Futures Commission and its predecessor, the Republic of China Securities
and Exchange Commission.

In September 1960, the government established the Republic of China Securities and Exchange
Commission to supervise and control all aspects of the domestic securities market and the Taiwan Stock
Exchange was established soon thereafter. In the 1970s and the early 1980s, the government of the Republic
of China implemented steps designed to upgrade the quality and importance of the Taiwan securities
markets, such as encouraging listing on the Taiwan Stock Exchange and establishing an over-the-counter
market (recently proposed to be renamed as TAISDAQ). In the mid-1980s, the government revised its laws
and regulations to facilitate the gradual internationalization of the Taiwan securities markets. In 1997, the
Republic of China Securities and Exchange Commission was renamed the Republic of China Securities and
Futures Commission.

The Taiwan Stock Exchange

In 1961, the Republic of China Securities and Futures Commission, working with private interests,
established the Taiwan Stock Exchange to provide a marketplace for securities trading. The Taiwan Stock
Exchange is a corporation owned by government-controlled and private banks and enterprises. The Taiwan
Stock Exchange is independent of entities transacting business through it, each of which pays a users fee.
Subject to limited exceptions, all transactions in listed securities by brokers, traders and integrated securities
firms (firms which are permitted to combine the activities of brokerage, dealing and underwriting) must be -
made through the Taiwan Stock Exchange.

The Taiwan Stock Exchange commenced operations in 1962 and during the remainder of the 1960s
grew at a slow pace, largely due to lack of experience among issuers and investors and an unwillingness on
the part of Taiwan businesses to offer their shares to the public. During the early 1980s, the Republic of
China Securities and Futures Commission more actively encouraged new listings on the Taiwan Stock
Exchange and the number of listed companies grew from 119 in 1983 to 462 by the end of 1999. As of
October 20, 2000, the total market value of shares listed on the Taiwan Stock Exchange was approximately
NT$8,470 billion.

The Republic of China Securities and Futures Commission promulgated regulations that would
permit foreign issuers to list their equity securities directly on the Taiwan Stock Exchange or through the
use of depositary receipts on the Taiwan Stock Exchange. To date, only one foreign issuer has been
approved to list its securities on the Taiwan Stock Exchange in the form of depositary receipts and
supranational institutions, such as the Asian Development Bank, have been approved to list their debt
instruments on the Taiwan Stock Exchange. The Taiwan Stock Exchange established specific requirements
for listing based on the company's number and distribution of shareholders, years in existence, capital,
profitability and capital structure.

For a company to be listed, it must have been established for at least five fiscal years, have paid-in
capital of at least NT$300.0 million for the latest two fiscal years and have at least 1,000 registered
shareholders, including not fewer than 500 shareholders holding between 1,000 and 50,000 shares each.
These 500 shareholders must together hold either at least 20% of the outstanding shares or at least 10
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million shares. The company may not have an accumulated deficit for the previous fiscal year and the
pre-tax net profit and operating profit levels of the company must meet any of the following requirements:
(1) having exceeded 6% of paid-in capital for each of the previous two fiscal years or (2) having exceeded
6% in average of the paid-in capital for the previous two fiscal years with the profitability of the most recent
fiscal year being superior than that of the preceding fiscal year or (3) having been no less than 3% of the
paid-in capital for each of the previous five fiscal years. However, special listing criteria apply to high-tech
companies and key businesses engaging in national economic development.

The Over-the-Counter Securities Market

To complement the Taiwan Stock Exchange, an over-the-counter market was established in
September 1982 on the initiative of the Republic of China Securities and Futures Commission. In early
1988, the Republic of China Securities and Futures Commission promulgated regulations designed to
encourage trading of unlisted securities of companies whose securities do not quality for listing on the
Taiwan Stock Exchange. The over-the-counter market is currently limited to unlisted equity securities, bank
and corporate bonds and debentures and government bonds. As of December 31, 1999, 264 public
companies had offered their equity securities on the over-the-counter market. The value of all bonds
outstanding in the over-the-counter market grew from approximately NT$76.0 billion at the end of 1983 to
NT$1,161.3 biilion on December 31, 1999.

Taiwan Stock Exchange Index

The Taiwan Stock Exchange Index is comparable to the Standard and Poor's Index in the United
States and the Nikkei Stock Average in Japan. It is calculated on the basis of a wide selection of listed
shares weighted according to the number of shares outstanding. The Taiwan Stock Exchange Index is
compiled using the "Paasche Formula" by dividing the market value by the base day's total market value for
the index shares. The Taiwan Stock Exchange Index is the oldest and most widely quoted market index in
Taiwan.

The weighing of stocks in the index is fixed as long as the number of shares outstanding remains
constant. When the total number of shares outstanding changes, the weight of each stock is adjusted. Stock
splits and stock dividends are adjusted automatically. Cash dividends are not included in the calculation.

The following table sets forth, for the periods indicated, information relating to the Taiwan Stock
Exchange Index.

Trading Value
Number of
Listed
Companies Index at
at Period (NTS Index Period

Period . End billions) High Index Low End
1992 e 256 5,917.0 5,391.6 3,327.6 3,377.0
1993 e 285 9,070.5 6,070.5 3,135.5 6,070.5
1994 ..., 313 18,812.1 7,183.7 5,194.6 7,124.6
1995 e 347 10,151.5 7,051.4 4,503.3 5,173.7
1996....ooiiieiieeies 382 12,907.5 6,982.8 4,690.2 6,933.9
1997 oo 404 31,2411 10,116.8 6,820.3 8,187.2
1998, 437 29,618.9 9,277.0 6,251.3 6,418.4
1999 ..ottt 462 29,291.5 8,608.9 5,475.0 8,448.8
2000 (through September 30) 525 26,076.0 10,202.2 6,185.1 6,185.1

28

NYC] 343358.4




Source: Status of Securities Listed on Taiwan Stock Exchange July 2000 - Taiwan Stock
Exchange.

As indicated above, the performance of securities traded on the Taiwan Stock Exchange has in
recent years been characterized by extreme price volatility.

Price Limits, Commissions, Transacti_on Tax and Other Matters

Fluctuations in the price of securities traded on the Taiwan Stock Exchange or Over-the-Counter
Securities Exchange are subject to a restriction of 7% above and below the previous day's closing price (or
reference price set by the Taiwan Stock Exchange or the Over-the-Counter Securities Exchange if the
previous day's closing price is not available because of lack of trading activity) in the case of equity
securities and 5% in the case of debt securities, The price limit for movements below the previous day's
closing price was temporarily revised to 3.5% following the September 21, 1999 earthquake, but has since
reverted to 7%. Following the presidential election of Taiwan, the price limit was again revised to 3.5% for
five business days from 20 March 2000 to 24 March 2000. The price limit was again revised to 3,5% for a
period from October 4, 2000 to October 11, 2000 due to the resignation of the premier of the Republic of
China. The price limit was also revised to 3.5% for a period from October 20, 2000 to November 7, 2000. -
The Republic of China Securities and Futures Commission announced that limitations on price fluctuations
will be relaxed with a view towards eventually eliminating all share price fluctuation controls.

Brokerage commissions are set by the Taiwan Stock Exchange. The commission rate may be at any
rate not exceeding 0.1425% of the transaction price for equity securities. However, lower rates can be
charged to different clients by securities houses at their sole discretion provided that they report the rates to
the Taiwan Stock Exchange. Effective from July 1, 2000, the brokerage commission may not exceed
0.14250% of the transaction price. A securities transaction tax, currently levied at the rate of 0.3% of the
transaction price, is payable by the seller of equity securities, and a tax at the rate of 0.1% of the transaction
price is payable by the seller of debt securities other than government bonds. The securities transaction
taxes are withheld at the time of the transaction giving rise to the taxes. Sales of shares of companies listed
on the Taiwan Stock Exchange are currently sold in "round lots" of 1,000 shares. Investors who would like
to sell less than 1,000 shares of a listed company occasionally experience delays in effecting these sales.
Transactions that include 500 trading lots, that is 500,000 shares, or more must be registered and executed
pursuant to Taiwan Stock Exchange guidelines.

Regulation and Supervision

The Republic of China Securities and Futures Commission has been under the jurisdiction of the
Ministry of Finance since 1981. The Republic of China Securities and Futures Commission has extensive
regulatory authority over companies listed on the Taiwan Stock Exchange and unlisted public issuing
companies generally, including Taiwanese companies whose capital exceed the currently specified
minimum amount of NT$200 million. These companies are generally required to obtain approval from, or
register with, the Republic of China Securities and Futures Commission for all securities offerings. The
Republic of China Securities and Futures Commission has promulgated regulations requiring, unless
otherwise exempted, periodic reporting of financial and operating information by all public companies. In
addition, the Republic of China Securities and Futures Commission is responsible for the establishment of
standards for financial reporting and carries out licensing and supervision with respect to the other
participants in the Taiwan securities market.
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The Republic of China Securities and Futures Commission has responsibility for implementing the
Republic of China Securities and Exchange Law and for overall administration of governmental policies in
the Taiwan securities market. It has extensive regulatory authority over the offering, issue and trading of
securities. In addition, the Republic of China Securities-and Exchange Law specifically empowers the
Republic of China Securities and Futures Commission to promulgate rules under specified circumstances.

The Republic of China Securities and Exchange Law prohibits market manipulation. It also permits
an issuer to recover certain short-term trading profits made through purchases and sales within six months
by directors, managerial personnel, supervisors as well as spouses, minor children and nominees of the
foregoing person and shareholders of the issuer together with their spouses, minor children and nominees
holding 10% or more of the issuer's outstanding shares. The Republic of China Securities and Exchange
Law prohibits trading by "insiders" based on non-public information that materially affects share price
movements. According to the Republic of China Securities and Exchange Law, the term "insiders" includes
directors, supervisors, managers as well as spouses, minor children and nominees of the foregoing persons
and shareholders of the issuing company together with their spouses, minor children and nominees holding
10% or more of the issuer's outstanding shares, any person who has learned the information due to an
occupational or controlling relationship with the issuing company and any person who has learned the
information from any of the foregoing. Sanctions may include prison terms. In addition, damages may be
awarded to persons injured by the transaction. Notwithstanding these regulatory requirements, there have
been recurring press reports on insider trading and manipulation of stock prices in Taiwan.

The Republic of China Securities and Exchange Law imposes criminal liability on certified public
accountants and lawyers making false certifications in their examination and audit of an issuer's contracts,
reports and other evidentiary documents that are related to securities transactions. The Republic of China
Securities and Futures Commission requires that financial reports of listed companies be audited by
accounting firms consisting of at least three certified public accountants and be signed by at least two
certified public accountants.

The Republic of China Securities and Exchange Law was amended in January 1988 to provide for,
among other things:

. new regulations relating to public offerings of securities;

. measures to strengthen the capital structure of issuers;

° civil liability for material misstatements or omissions made by issuers;

. more stringent regulation of the securities activities of officers, directors and major

shareholders of issuers;
. regulations regarding tender offers; and

. a significant expansion of the prohibitions against insider trading, including the
imposition of treble civil damages and criminal sanctions.

The Republic of China Securities and Exchange Law was amended in May 1997 to provide for,
among other things, the qualifications of personnel at securities firms.

The Republic of China Securities and Exchange Law was recently amended on July 19, 2000 to
provide for, among other things, new regulations relating to (1) treasury stocks; (2) discretionary trading by
securities investment consulting enterprises or securities investment trust enterprises on behalf of their
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customers; (3) increasing the amount of corporate bonds public companies may issue; (4) more stringent
regulation for insider trading: and (5) permission for companies to issue uncertificated securities.

The Republic of China Securities and Futures Commission does not have criminal or civil
enforcement powers under the Republic of China Securities and Exchange Law. Criminal actions may be
pursued only by the district prosecutors located in the district where the defendant is domiciled or where the
violation occurred. Under Republic of China law, civil actions may only be brought by plaintiffs who assert
that they have suffered damages. The Republic of China Securities and Futures Commission is directly
empowered to curb abuses and violations of applicable laws and regulations only through administrative
measures such as the issuance of warnings, temporary suspension of operation, imposition of administrative
_ fines and revocation of licenses.

In addition to providing a market for securities trading, the Taiwan Stock Exchange has primary
responsibility for reviewing applications by Taiwanese issuers to list securities on the Taiwan Stock
Exchange. The Republic of China Securities and Futures Commission also reviews all securities offerings
by listed companies. If issuers of listed securities violate relevant laws and regulations or encounter
significant difficulties, the Taiwan Stock Exchange may, with the approval of the Republic of China
Securities and Futures Commission, delist securities of these issuers.
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REPUBLIC OF CHINA TAXATION

Republic of China Taxation

The discussion in this section describes the principal Republic of China tax consequences of the
ownership and disposition of GDSs representing Common Shares, and of Common Shares. It applies to you
only if you are:

. an individual who is not a citizen of the Republic of China, who owns GDSs and who is
not physically present in Taiwan for 183 days or more during any calendar year, or

o a corporation or a non-corporate body that is organized under the laws of a jurisdiction
other than the Republic of China for profit-making purposes and has no fixed place of
business or other permanent establishment in Taiwan.

You should also consult your tax advisors concerning the Republic of China tax consequences of
owning GDSs.

This section does not describe the tax consequences of owning and disposing of GDSs or Common
Shares under the laws of any jurisdiction other than Taiwan. Prospective investors should consult their own
tax advisors for advice under such other laws relevant to them.

Dividends

Dividends declared by the Company out of its retained earnings and distributed to you are subject to
Republic of China withholding tax, currently at the rate of 20%, on the amount of the distribution in the case
of cash dividends, or on the par value of the common shares in the case of stock dividends. However, a
10% Republic of China retained earnings tax paid by the Company on its undistributed after-tax earnings, if
any, would provide a credit up to 10% of the gross amount of any dividends declared out of such earnings
that would reduce the 20% Republic of China tax imposed on these distributions.

Share dividends paid by the Company out of its capital reserves are not subject to Republic of China
withholding tax. :

Capital gains

Gains from the sale of property in the Republic of China are generally subject to Republic of China
income tax. However, under current Republic of China law, capital gains on securities transactions
(including the sale of common shares) are exempt from income tax.

Sales of GDRs are regarded as transactions relating to property located outside the Republic of
China and thus any gains derived therefrom are currently not subject to Republic of China income tax.

Subscription rights

Distributions of statutory subscription rights for common shares in compliance with Republic of
China law are not subject to any Republic of China tax. Proceeds derived from sales of statutory
subscription rights evidenced by securities are exempted from income tax but are subject to securities
transaction tax at the rate of 0.3% of the gross amount received. Proceeds derived from sales of statutory
subscription rights which are not evidenced by securities are subject to capital gains tax at the rate of:
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. 35% of the gross amount received if you are a natural person; or

. 25% of the gross amount received if you are an entity that is not a natural person;

Subject to compliance with Republic of China law, the Company, in its sole discretion, can
determine whether statutory subscription rights shall be evidenced by issuance of securities.

Securities transaction tax

A securities transaction tax, at the rate of 0.3% of the gross amount received, payable by the seller
will be withheld upon a sale of common shares in Taiwan. Transfers of GDSs and the withdrawal of
Common Shares from the deposit facility will not be subject to Republic of China securities transaction tax,

Estate and gift tax

Republic of China estate tax is payable on any property within Taiwan of a deceased who is a
non-resident individual, and Republic of China gift tax is payable on any property within Taiwan donated by
any such person. Estate tax is currently payable at rates ranging from 2% of the first NT$600,000 to 50% of
amounts over NT$100,000,000. Gift tax is payable at rates ranging from 4% of the first NT$600,000 to
50% of amounts over NT$45,000,000. Under Republic of China estate and gift tax law, common shares
issued by Taiwan companies are deemed located in Taiwan regardless of the location of the owner. It is not
clear whether the GDSs will be regarded as property located in Taiwan under Republic of China estate and

gift tax law.
Tax treaty

The Republic of China does not have an income tax treaty with the United States. On the other
hand, the Republic of China has income tax treaties with Indonesia, Singapore, South Africa, Australia,
Vietnam, New Zealand, Malaysia, Macedonia, Swaziland and Gambia, which may limit the rate of Republic
of China withholding tax on dividends paid with respect to common shares in Taiwan companies. It is
unclear whether if you hold GDSs, you will be considered to hold common shares for the purposes of these
treaties. Accordingly, if you may otherwise be entitled to the benefits of the relevant income tax treaty, you
should consult your tax advisors concerning your eligibility for the benefits with respect to the GDSs.
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PLACEMENT

This Memorandum relates to the offering by the Company of its GDSs both inside and outside the
United States. In the United States, the offer to purchase GDSs is being made in reliance on Section 4(2) of
the Securities Act. Outside the United States, the Offering is being made in reliance upon Regulation S
promulgated under the Securities Act.

The GDSs will not be offered or sold in Hong Kong by means of any document, other than to
persons whose ordinary business it is to buy or sell shares or debentures, whether as principal or agent, or in
circumstances which do not constitute an offer to the public within the meaning of the Companies
Ordinance (Cap. 32) of the laws of Hong Kong. Except as permitted under the securities laws of Hong
Kong, the Company has not and will not issue in Hong Kong, or have in its possession for the purpose of the
Offering, any advertisement, invitation or document relating to the GDSs other than with respect to the
GDSs which are intended to be disposed of to persons outside of Hong Kong or only to persons in Hong
Kong whose ordinary business involves the acquisition, disposal or holding of securities, whether as
principal or agent. '

In addition, the Company has entered into an agreement with Salomon Smith Barney providing for
its service as the Selling Agent in connection with the placement of the Company’s GDSs in the Offering.
Pursuant to such Agreement, the Company has agreed to indemnify the Selling Agent in connection the
Offering.

Prospective investors invited to subscribe will be furnished appropriate documentation to
conclude their purchase of GDSs from the Company.

INDEPENDENT ACCOUNTANTS

The Independent Auditors’ Report of the Company for the fiscal years ended December 31, 1999

- and 1998, as well as for the six months period ended June 30, 2000 and 1999 included in this Memorandum
beginning on page F-1 has been prepared by BDO Taiwan Union & Co., certified public accountants and is
in accordance with Taiwanese generally accepted accounting principles (“Taiwan GAAP”) and Taiwanese
generally accepted auditing standards and the applicable guidelines of Taiwan, the Republic of China.
Taiwanese GAAP differs from generally accepted accounting principles in the United States, and from
International Accounting Standard (“IAS”).
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INDEPENDENT AUDITORS’ REPORT

To:  Board of Directors
Fubon Insurance Co., Ltd.

We have audited the accompanying balance sheets of Fubon Insurance Co., Ltd. as of June 30, 2000
and 1999, and the related statements of income, changes in stockholders’ equity, and cash flows for the six-
months period ended June 30, 2000 and 1999. These financial statements are the responsibility of the
Company's management. Our responsibility is to express an opinion on these financial statements based on
our audits.

We conducted our audit in accordance with generally accepted auditing standards in Taiwan,
Republic of China, and the regulations governing such audits. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures
in the financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Fubon Insurance Co., Ltd. as of June 30, 2000 and 1999, and the results of its
operations and its cash flows for the six-months period ended June 30, 2000 and 1999, in conformity with
ROC generally accepted accounting principles.

BDO TAIWAN UNION & CO.

August 2, 2000
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FUBON INSURANCE CO., LTD.

BALANCE SHEETS
JUNE 30, 1999 AND 2000

June 30,
2000 1999
NTS NTS
(in thousands)
Assets
Current Assets
Cash and cash equivalents (Notes 2, 4) .......oocuereuie 14,433,292 16,916,914
Short-term investments (Notes 2, 5)...ccceverrrveeenee 16,966,636 14,568,029
Notes receivables (Notes 2, 6) ..ccccecvierverieereeeinaneenne 1,107,075 1,183,565
ACCTUEd INCOMIE .....vvvieeinrieretieeceeeee e e seierecsne e reanees 360,054 418,489
Premiums receivables (Notes 2, 6) ...occeeevvecrenenee 2,162,846 2,063,396
Reinsurance recovery receivables (Notes 7)........... 8,884,377 4,532,065
Due from other inSUrers......ccocvvceviiveeviicvvrenineeccenens 959,815 769,943
Other receivables .........oovvvvivivieineeeie e e 1,681,520 487,427
Prepayments .......cocevvevecniennienncneee e 73,359 92,002
46,628,974 41,031,830
Loans
Mortgage loans (Notes 8) ....cccoovveerervevniccnnccnccenan, 149,305 72,494
SUB-tOtal c.oovveeiiie e, 149,305 72,494
Funds, Long-term Investments and Receivables .....
Long-term investments (Notes 2, 9) .....ccocevvernenens 14,245,812 11,827,131
SUD-OtA] ..o e 14,245,812 11,827,131
Fixed Assets (Notes 2, 10)
Land ... e e 600,550 623,950
BUildINgS....covieovviriiiiiieireieee e 1,087,735 1,099,345
Transportation equipment..........c.cccovrrcnececnennenne 78,620 75,277
Other equipment ........cc.ecvvrevreiircciin 369,034 350,633
{01 U UR VU TOUOURRRUOONt 2,135,939 2,149,205
Less: accumulated depreciation..........c.coccccverveneennne (542,170) (465,558)
-Construction in progress and equipment ordered ... 89,520 25,921
SUb-total oo e 1,683,289 1,709,568
Other Assets
Non-operating assets (Net) 1,094 0
Guarantee deposits paid............coeeeerncrererinenereneen 2,789,395 2,553,922
Overdue receivables (Note 11)....coccvvenininnnnnennne 0 162,026
Reinsurance liability reserve contributed ............... 8,900 13,455
Deferred charges........ccoceeverivecciieeiireeneereisenenenne 45,622 8,018
SUD-TOA] ..evviviiieiriiirieeice e ee e 2,845,011 2,737,421
Total ASSELS c.ooveeiiieiceeee ettt erens 65,552,391 57,378,444

The accompanying notes are an integral part of these financial statements.
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FUBON INSURANCE CO,, LTD.

BALANCE SHEETS (Continued)
JUNE 30, 1999 and 2000

June 30,
2000 1999
NTS NTS

(in thousands)
Liabilities & Stockholders’ Equity
Current Liabilities
Notes issued under repurchase

Agreements (NOtE 2) ....coocvenireineecirerieeeenneceesresre s 2,928,337 1,751,066
ACCTUET EXPENSES ...vorvrereeerrnternerrrenriereseessesssesetaeessesonees 320,702 229,848
ACCIUEd 1aX ..iiiiieiiccciietr e crerreeeere e nrear e e nreresresennen 279,880 88,837
Commissions payable.........cocccooiiiiiiininiiin, 298,486 303,586
Indemnity payments payable.......cc.ccoeennennncneinnnionne 6,944,375 3,225,916
Reinsurance indemnity payable..........cccoocvvviieiiniineianne 230,508 201,961
Payables to other insurers.......ccceceeveniencnnncenncinnnneen. 496,169 836,483
Other payable ........ccooeeiiieeiinrienereeeee e 4,245,191 2,550,714
AQVANCE TECLRIPES ....veerinrereeeeneereneene e reeeecemsenese et s 346,928 371,878

SUD-LOtaAl ..o e 16,090,576 9,560,289

Long-term Liabilities ,

Reserve for land value increment tax .........cccooeveeeiieeennn. 9,264 9,263
Accrued pension liabilities ... 0 15,821
SUD-tOtal ... e e 9,264 25,084

Other Liabilities
Reserve for operations (Note 12) ......occcovvicecnnciinnnes 16,201,295 15,200,791
Guarantee dePOSItS ..cveeerrierierienieeneiecre e 54,172 54,496
Reinsurance liability reserve received......c.o.ccvvvevveenennes 866,343 1,147,132

SUB-LOTAl ..ot e 17,121,810 16,402,419

Total [Habilities.........cccoeiiiiieieiieeiee e e 33,221,650 25,987,792

Stockholders’ Equity
Common stock (Note 13) .o 17,239,374 15,672,158
Undistributed stock dividends ........cooovvvveeieeienninirinnee. 358,390 1,567,216
Capital surplus (Note 14)

Additional paid-in capital ........ccccorrenevinnennceieen, 9,924,948 10,183,539

Gains on disposal of fixed assets......c.occeceevvrvereccnieeenenne. 79,954 79,933

Assets revaluation SUIPIUS .....cocevevrevveeniierecncenienee e 1,104 - 1,104
Retained earnings (Note 15)

Legal reserve ....covvvecviinivicnc s 1,448,802 1,188,643

Special FeServe......c.ovvvnirerernie i - 1,014,323 0

Unassigned retained earnings .........ccccooevevereccrennencnne. 2,615,562 3,644,448
Equity adjustment:

Unrealized long-term equity investments loss................ (350,698) (946,218)

Accumulated translation adjustments..........c.ccoceeueeneenne. (1,018) (171)

SUB-0tal ...oeieiiicece e 32,330,741 31,390,652

Total Liabilities and Stockholders” Equity.....c.cccccovcriennee. 65,552,391 57,378,444

The accompanying notes are an integral part of these financial statements.
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FUBON INSURANCE CO., LTD.

INCOME STATEMENTS
JUNE 30, 1999 and 2000

Operating Revenues
INTETESE INCOME ..ottt s
Gross Premiums
Reinsurance commission iNCOME.........c...ueeeveuervrmnmcrrercrcnenneennes
Reinsurance recovery and subrogation..........c.c.cceeevcceerveceennencans
Unearned premiums reserve release .........

Special reserve release.........oceeennee

IBNR reserve release ..

Fee income.....ocencccennecnencccnens

Gain on long-term equity investments..

Gain on real-estate INVESIMENTS. .........ooueeeicereecicvecee s

Other operating inCOME ........coovvveimiiniinineseses e
SUD-OTAl ..

Operating Costs
INEIESE EXPENSES ...ceocerrrcrmaerrireneecrmimmeeeessmesnierseessessonssessssasases
Reinsurance premiums ceded.
COMMISSIONS EXPENISES ...ecerrnrrecriremeererieermrreeerorerereresensesesiiassinsenes
LOSS INCUITEA ...t sresese e
Provision for unearned premiums reserve
Provision for special reserve .........occovrncrmicrecinmnenencninnncnnens
Provision for IBNR I€SEIVe .....ccccvivevnnmiiciiiinniiinis
Processing fEe5 ....oovvcienineen et et
Loss on long-term equity investments ...........ccocoreeeecrconeecrereenns
Other operating Costs .........cc.coivmiiniinieiiie e

SUB-OLAL..ce ettt

Operating Gross Profit ...

Operating Expenses
Marketing EXPenSES.......c.vuuecrmveereermemeeeecenseeee i coreersse s seseeesnenee
Administrative and general Xpenses............cceuevrcrnreneievcerrnenne

Operating INCOME ...t

Non-operating Revenues
.Gain on asset disposal
Other income ...............

SUB-OLAL....coeireeeceeece e

Non-Operating Expenses
Loss on foreign eXchange........cooveeveriieecnnnnccne e
Loss on asset disposal
Other EXPENSES ....crrvvrrrimrmcrercernrcreirerseeenneearertrsresesssssissssaesasenes

SUD-LOtAL ...ttt

Income from continuing

operations before Income Taxes......ccovvvevenmirecccennnicciinenes

Income taxes (Notes 2,16)

Net INCOME AFIET AXES ...vvvcvrinriiverciisi i
Earnings per share (INOt€ 17) ccovvcenmiveviininncciiimmnnisneniias

The accompanying notes are an integral part of these financial statements.
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June 30,
2000 1999
NTS . NTS
(in thousands)

656,274 708,599
8,811,605 9,866,573
1,338,010 1,153,593
2,561,398 2,953,938
6,210,911 5,368,726

93,795 194,770
156,443 99,078
4,412 697

0 1,046,542

149,974 149,786

1,787,153 579,208
21,769,975 22,121,510
(63,372) (36,386)
(4,.670,266) (4.844,660)
(816,307) (880,508)
(5.079,346) (5,279,148)
(6,209,721) (6,101,304)
(423,403) (477,983)
(141,871) (120,492)
(52,394) (88.427)
(965) (4,892)
(495,937) (553,452)
(17,953,582) (18,387,252)
3,816,393 3,734,258
(1,365,513) (1.,464,343)
(251,029) (261,143)
2,199,851 2,008,772
304 27
24,599 171,844
24,903 171,871
(61,799) (239)
(244) (63)

(32,835) (15,388)

(94.878) (15,690)
2,129,876 2,164,953

(190,000) (210,000)
1,939,876 1,954,953
$1.13 $1.13
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FUBON INSURANCE CO., LTD.

STATEMENTS OF CASH FLOWS
JUNE 30, 1999 and 2000

Cash Flows from Operating Activity expense
Net Income for the Year ... e
Adjustments

Fixed Assets transfer to other eXpense .............ccc.o.ccciericiivccincinienne
Loss on bad debt.........
Depreciation expenses..........
Provision for reserve for operations
Unearned premiums reserve release ...........ccooveiivieiveicnnnniniens
Valuation gain on short-term investments.............cooeeoveeiecrevncccnnens
Special reserve release
IBNR I€Serve release ........cocovvieirniririeiiii e

Gain on disposal of long-term investments .............cc..cccocvemrcieicicicics
Valuation Loss on short-term investments.
Loss on disposal of assets............c.........
Gain on disposal of @SSELS...........ccoirivciiiiiei i
Unrealized gain in long-term equity investments ..o
Notes receivables (increase) decrease
Accrued income(increase)decrease. .........oo.v.vivevveivereviie e
Premiums receivables(increase)decrease ...
Reinsurance recovery receivables (increase ) decrease ...
Due from other insurers (increase) decrease .............
Other receivables( increase)decrease ..
Prepayments(increase)decrease...........
Deferred tax assets(increase) decrease ...
Overdue receivables(increase) decrease.............c.cococorviienrivonieneccnnens
Accrued expenses increase (deCrease)............oooovoevviviririericie i
Accrued tax increase(decrease)...............
Commission payable increase (decrease)..........
Indemnity payments payable increase{decrease)......
Reinsurance indemnity payable increase(decrease)..
Other payable increase(decrease)..............c........
Advance receipts increase{(decrease) . .........ccoeviorerereieiineninin
Deferred income tax liability-current increase (decrease)...................
Accrued pension 1ability ...
Provision of unpaid claim reserve for reported claim increase...
Deferred income tax liability-current increase (decrease) ..

Net Cash Provided by (Used in) Operating Activities..............c.ccccceernc

Cash Flows from Investment Activities
Short-term investments(increase)decrease .....
Proceeds from disposal of long-term investments
Acquisition of long-term investments ...........
Disposal of fiXxed @SSEts ........cccoovvririiriiiieeieinre e
Acquisition of fiXed aSSEtS.........ccoiicimiiiriiccri e
Deferred charges(increase)decrease.
Acquisition of non-operating assets............
Guarantee deposits paid (increase)decrease...............co.......
Provision for reinsurance liability reserve (increase)decrease

Net Cash Used in Investing ACtiVIties ..o

[NYC] 343358.4

June 30,
2000 1999
NT$S NTS
(in thousands)
1,939,876 1,954,953
711 0
118,119 80,967
70,874 70,597
6,774,996 6,699,779
(6,210,911) (5,368,726)
0 (136,250)
(93,795) (194,770)
(156,443) (99,078)
0 (1,046,542)
16,278 0
244 62
(304) 27
965 4,892
40,452 (111,244)
(94,198) (24,142)
(559,213) 187,949
1,741,549 41,239
(420,081) 270,071
(1,174,240) 151,122
7.444 93,530
11,699 36,904
(23.447) (149,883)
(153,929) (156,190)
100,639 (30,987)
42,093 23,878
(1,922,497) 273,044
16,432 141,704
2,905,882 639,012
26,410 (966,465)
576 0
0 15,821
214,974 149,802
0 1,423
3,221,155 2,552,445
(1,272,465) (1,469,838)
0 1,282,042
(905,755) (390,673)
1,432 244
(69,364) (29,620)
(448) (116)
34,808 19,512
3,319 9,431
73 107
(2,208,400) (578,911)




FUBON INSURANCE CO.,LTD

STATEMENTS OF CASH FLOWS
June 30, 1999 and 2000 (continued)

June 30,
2000 1999
NTS NTS
(in thousands)

Cash Flows from Financing Activities :
Notes issued under repurchase agreement increase (decrease)............. 2,665,149 1,045,482
Received from liability reserve increase (decrease) .........cccccooveieirenne (34,647) (44,531)
Provision for other liability reserve increase (decrease) 22,606 27,135
Received from guarantee deposit increase {decrease) ............... 2,737 2,809
Receivable from reinsurance liability reserve increase (decrease)....... (153,065) (130,425)
Issued cash dividend ... e (2,241,118) (783,608)

Net cash provided by financing activities........... 261,662 116,842

Increase (decrease) in cash and cash equivalents.. 1,274,417 2,090,376

Cash and cash equivalents at the beginning of year.. 13,158,875 14,826,538

Cash and cash equivalents at the end of year ..o 14,433,292 16916914

Supplemental Disclosure of Cash Flows Information ...

Interest paid (excluding capitalized interest).... 63,372 36,386
80,853 206,439

Income tax paid ...

[NYC] 343358.4




FUBON INSURANCE CO., LTD.

NOTES TO FINANCIAL STATEMENTS
(Expressed in New Taiwan Dollars Unless Otherwise Stated)

1. ORGANIZATION OF BUSINESS

Fubon Insurance Co., Ltd. (the “Company”) was incorporated on April 17, 1961 in Taiwan,
pursuant to the provision of the Company Law (the “Company Law”) of the Republic of China
(“ROC”). The Company primarily engages in the business of property and casualty insurance.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(1) Cash and Cash Equivalents

Cash equivalents represent all highly liquid debt instruments, such as treasury bills,
commercial paper and bank acceptance purchases with a maturity period of three months
or less, and other highly liquid investments with insignificant interest rate risk.

(2) Short-Term Investments

Marketable equity securities are recorded at cost when acquired and stated at the lower of
cost or market value on the balance sheet date. Stock dividends are treated as an increase
in the number of shares. The cost of marketable equity securities sold is determined by
the weighted-average cost method.

Investment fund certificates are recorded at cost when acquired and stated at the lower of
cost or market value on the balance sheet date. The cost of investment fund certificates
sold is determined by the weighted-average cost method.

Short-term notes are recorded at cost when acquired and stated at the lower of cost or
market value on the balance sheet date, if the market value is available. The cost of these
notes, interest income, and gain or loss either due to maturity or resulting from the sale of
notes are determined by the specific identification method.

Bonds and convertible bonds are recorded at cost when acquired and stated at the lower
of cost or market value on the balance sheet date. The cost of these bonds sold is
determined by the specific identification method.

(3) Allowance for Bad and Doubtful Debts

Allowance for bad and doubtful debts on notes receivables, premiums receivables,
accounts overdue and other receivables is determined based on the aging of outstanding
balances of such accounts and the past experience of the Company.

(4) Bonds Attached With Repurchase or Resale

The bonds with repurchase or resale option are bonds for which attributes of risk and
F-9
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FUBON INSURANCE CO., LTD.

NOTES TO FINANCIAL STATEMENTS (Continued)
(Expressed in New Taiwan Dollars Unless Otherwise Stated)

reward are judged by their real transactions. It will be considered as the financing action
if the reward or risk is attributed to seller side, while it will be considered as trading
action if the reverse is the case.

If transaction under resale agreement meets the financing criterion, the deal should be
recorded at trading price on trading date, and listed under the item as assets.

If transaction under repurchase agreement meets the financing criterion, the deal should
be recorded at trading price on trading date, and listed under the item as liabilities.

(5) Long-Term Investments

Investments in (i) listed shares, which the Company’s board of directors resolves to hold
for more than one year, or (ii) unlisted shares are recorded as long-term equity
investments. If an equity investment in listed shares is less than 20% of the investee’s
common stock and the Company’s management does not exercise significant influence
over such investee, this equity investment is stated at the lower of cost or market value,
and any provision for diminution in value is treated as unrealized loss and is accounted as
an adjustment to stockholders’ equity. If an equity investment in unlisted shares is less
than 20% of the investee’s common stock and the Company’s management does not-
exercise significant influence over such investee, such investment is stated at cost, and
any provision for a permanent diminution in value is treated as a non-operating loss of
the period and the investment is reported at cost less provision. Stock dividends are
accounted as an increase in the number of shares held.

If an equity investment is more than 20% of the investee’s common stock and the
Company’s management exercises significant influence over such investee, this equity
investment is accounted for using the equity method. Under the equity method, if the
difference between investment cost and underlying equity in net assets comes from
discrepancies between the book value of assets and their fair market values, then an
investor company shall offset all unamortized differences when conditions making such
over- under-valuation are no longer present. If the source of the difference between the
investment cost and underlying equity in net assets cannot be identified, such difference
shall be amortized for a period between 5 and 20 years.

If the investee company issues new shares and original shareholders do not purchase new
shares proportionately, then the investment percentage, and therefore, the equity in net
assets for the investment, will be changed. Such difference shall be used to adjust the
additional paid-in capital and the long-term investment accounts. If the adjustment stated
above is to debit the additional paid-in capital account and the book balance of additional
paid-in capital from long-term investments is not enough to be offset, then the difference
shall be debited to the retained eamings account.

The cost of investments sold is determined by the weighted-average cost method.

F-10
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FUBON INSURANCE CO., LTD.

NOTES TO FINANCIAL STATEMENTS (Continued)
(Expressed in New Taiwan Dollars Unless Otherwise Stated)

(6) Investments in Real Estate

Investments in real estate are stated at cost when acquired. The cost of an investment in
real estate and its corresponding revaluation surplus and accumulated depreciation are
written off upon retirement or disposal. The gain or loss resulting from disposal of an
investment in real estate is classified as an operating gain or loss.

Depreciation is calculated by the straight-line method based on the “Estimated Useful
Life of Fixed Assets Table” published by the Executive Yuan (the “Government™) of the
Republic of China (“ROC”) government. After the end of its estimated useful life, if a
depreciable real estate is still in use, depreciation is determined according to its newly
estimated remaining useful life.

(7) Fixed Assets

Fixed assets are recorded at cost when acquired. Material improvements, additions and
renewals, which can extend an asset’s economic useful life or increase its value, are
capitalized when incurred, while expenditures related to regular maintenance and repair
are expensed in the profit and loss account. ‘

The cost of a fixed asset and its corresponding revaluation surplus and accumulated
depreciation are written off upon retirement or disposal. The gain or loss resulting from
such a disposal is recorded as a non-operating gain or loss. The gain (after tax) from such
a disposal is transferred to the capital surplus account in the year when it arises.

Fixed assets are depreciated in accordance with the straight-line method under the
“Estimated Useful Life of Fixed Assets Table” published by the Executive Yuan of the
Government. After the end of its estimated useful life, if a depreciable asset is still in use,
depreciation is determined according to its newly estimated remaining useful life.

(8) ‘Deferred Charges

Deferred charges of the Company are stated at cost and amortized over three years in
accordance with the straight-line method.

9) Insurance Premium Revenues and Expenses

The gross premiums of direct insurance are recognized as revenues when the policy is
issued. In general, reinsurance premiums assumed and reinsurance commission expenses
are recognized upon assumption of reinsurance, and claim expenses for assumed
reinsurance policies are recognized when being notified to make such claim payments,
and at the end of each quarter, adjustments to such recognition are made based on past
experience. Other underwriting expenses are estimated and recorded at the end of each
quarter.
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FUBON INSURANCE CO., LTD.

NOTES TO FINANCIAL STATEMENTS (Continued)
(Expressed in New Taiwan Dollars Unless Otherwise Stated)

(10)  Pension Plan (and its Reserve)

In April 1998, the Company has adopted the new pension plan due to the application of
labor law standards, which applied to all employees.

The Company set up its Labor Pension Fund Committee and Pension Policy in 1988.
Pursuant to the Regulations Governing Labor Pension Reserves and Management Acts of
the ROC, the Company contributes 8.0% of total salaries and wages per month for the
pension reserve and deposits these funds in an independent bank account. Since 1995, the
Company has followed the requirements prescribed in the Statement of Financial
Accounting Standards No. 18, entitled “Accounting for Pensions.” Based on an actuarial
report, only the minimum pension liability was required to be recognized and disclosed in
1995. In addition, net periodic pension costs are valued on an actuarial basis, and the
funding status of the pension fund has been disclosed since 1996.

(11)  Foreign Currency Transactions and Accounts

The Company records all transactions in New Taiwan dollars. In accordance with the
Statement of Financial Accounting Standards No. 14, entitled “Accounting for Foreign
Currency Transactions,” all foreign currency transactions (except forward contracts) are
recorded in New Taiwan dollars using the spot rate on the transaction date. All assets and
liabilities stated in foreign currencies are translated into New Taiwan dollars at the
exchange rate on the balance sheet date. Any gain or loss resulting from the translation is
recognized as a non-operating gain or loss, except for long-term equity investments for
which such a gain or loss is reported as “Accumulated Translation Adjustments” in
statements of changes in stockholders’ equity.

(12)  Estimated Income Tax

In 1995 the Company adopted the provisions of Statement of Financial Accounting
Standards No. 22, “Accounting for Income Taxes,” for inter-period and intra-period tax
allocations. Temporary differences of pre-tax amounts that give rise to taxable amount in
a future period are classified as deferred tax liabilities, and temporary differences of pre-
tax amounts that give rise to deductible amounts are classified as deferred tax assets.
Furthermore, the Company is required to reduce deferred tax assets by a valuation
allowance if some portion or all of the deferred tax assets will not be realized.

A deferred tax liability or asset should, according to the classification of its related
liability or asset, be classified as current or non-current. However, if a deferred tax
liability or asset can't be related to a liability or asset in the financial statements, then it
should be classified as current or non-current based on the expected length of time before
it is settled or recovered.

Prior year’s income tax adjustment, if it is a change in an accounting estimate, then
F-12
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FUBON INSURANCE CO., LTD.

NOTES TO FINANCIAL STATEMENTS (Continued)
(Expressed in New Taiwan Dollars Unless Otherwise Stated)

should be recorded as an adjustment of current year’s income tax expense.
(13)  Capital Expenditure and Expenses

Expenditure is capitalized and amortized over its useful life if it involves a significant
amount and benefits future periods. Otherwise, it is expensed in the year of expenditure.

3. CHANGES IN ACCOUNTING PRINCIPLES AND THEIR EFFECT: None

4. CASH AND CASH EQUIVALENTS

June 30,
2000 1999

Cashonhand........cccocoooieniiinieee e 3,975,831 6,477,558
Cashin banks .....c.ccoevvviiiviiiiiie et 5,025,406,856 7,647,386,495
Transferable certificates of time deposits....c...c.ceccoveruvennnne. 3,480,000,000 4,827,657,937
Cash equivalents (1) .....cccooieeerierrireierneeee e e 5,935,641,186 4,437,892,156
Less: Guarantee deposits (2) .....oeecereirrenreennneeinneerenesnnns (11,731,600) (2,500,000)

TOtAl c.vvieceireeceie et et ve et 14,433,292,273 . 16,916,914,146
INEErESt TALE .....vveveiie ettt e st e e e ee e reaese e e aaaes 4.75%-5.60% 4.80%-6.75%

(1) Cash equivalents are bank acceptances and commercial paper which can be cashed within
three months.
(2) Please refer to Note 19 for further details.
5. SHORT TERM INVESTMENTS
June 30,
2000 1999

Share certificates (ordinary shares).............. 9,727,094,526 7,994,394,897
Corporate bonds........cccovveeeveeenieniee e 752,486,430 1,672,578,724
Financial debentures..........ccoeeeeeiivveeiicecnnnene 239,735,485 336,962,671
Short-term equity SECUTIties ....ceevrverrreennnn. 2,837,100,173 2,598,202,597
Government bonds ..........ooveeveviieveeniieeeennn. 5,835,898,913 4,060,316,616
Overseas investments ........ccceeeveeeesvvereenens 685,158,303 989,243,181
SUD-1Otal ...veeeieeeeeiieee e 20,077,473,830 17,651,698,686
Less: Guarantee deposits ....cooovvveeeerieernnnnen. (2,685,936,574) (2,449,574,847)
Allowance for valuation 1088 ....eueeveeeeueennneees (424,901,722) (634,094,430)

TOtal oo 16,966,635,534 14,568,029,409

1) Please refer to Note 19 for further details.
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FUBON INSURANCE CO., LTD.

NOTES TO FINANCIAL STATEMENTS (Continued)
(Expressed in New Taiwan Dollars Unless Otherwise Stated)

6. NOTES AND PREMIUMS RECEIVABLES — NET

) Notes Receivables

June 30,
2000 1999
Notes receivables ......cccevvemiiiiieirerrrr e 1,186,510,912 1,199,601,607
Less: Allowance for bad and doubtful debts ...... (79,436,258) (16,037,065)
N ettt e errtr e e e e e e e erae e e e e et 1,107,074,654 1,183,564,542
2) Premiums Receivables
June 30,
: 2000 1999
Premiums receivableS........cccoevviveveeeeiinieeeeee e, 2,250,892,936 2,083,742,879
Less: Allowance for bad and doubtful Debts....... (88,046,853) (20,346,434)
B etiiiieeeeeetrreree e e rere e e e e e e ecenreeeaesee e e s snnraeeeeeennrensaees 2,162,846,083 2,063,396,445

7. REINSURANCE RECOVERY RECEIVABLES

Reinsurance recovery receivables are the claims for which, when the reinsurance loss incurred,
the Company can receive from other reinsurance companies according to the ratio of reinsurance.

8. MORTGAGE LOANS—NET

Mortgage loans as of June 30, 2000 and 1999 are summarized below:

June 30,
2000 1999
Mortgage 10ans........cocriiiieciiiiieen e 164,000,000 84,000,000
Less: Allowance for bad and doubtful debts ............... (14,694,970) (11,506,290)
A 1 OO PSPPSRSO 149,305,030 72,493,710

The loan rates were 5%-9.25% and 9.25% as of June 30, 2000 and 1999.
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FUBON INSURANCE CO., LTD.

NOTES TO FINANCIAL STATEMENTS (Continued)
(Expressed in New Taiwan Dollars Unless Otherwise Stated)

9. LONG-TERM INVESTMENTS

(1) Equity

Investee
A. Under the equity method:

1. Fubon Venture Capital Corp,

2. Sino Star Venture Capital Co., Ltd..
B. Under the cost method:
Central Reinsurance Corp .
WK Technology Fund....
Taiwan Aerospace Corp.
China Trust Venture Capital .
Arco Communication Co., Ltd.
Jib-haw Industrial Co., Ltd. ......
Pacific Semiconductor Manufacturing Co.
Taiwan Da-Long Industrial Cdy Ltd.
China Alliance Venture Fund ......
10. Win Win Venture Capital Co., Ltd..
11. Pacific Cellular Corp. ......ccooceveinne
12. Teng Feng Venture Capital Investment Corp
13. Kuo Chiao Venture Capital Investment Corp
14. Preferred Stock of Texas Instrument Acer Inc. .
15. TECO Electric & Machinery Co., Ltd.
16. Sampo Corporation

Do B W

“18. Chin Fu Co., Lud. 4
19. Hsin Yu Energy Development Co., Ltd. ........coccoocvvniinniinccneni e
20. A-Trend Technology Co., Ltd. ......cccocoviiiiniiiicis
21, FAT Venture Capital Co., Ltd.. .
22. Jen Hsin Securities Co., Ltd.
23, Primus Technology Fund ...
24. Yi Hua Venture Capital Investment Corp. .
25. Global Synthetic Securities Co., Ltd. ..
26. Taiwan High Speed Rail Co,, Ltd .......
27. Fubon Commercial Bank Co,, Ltd. ..
28. Fubon Securities Co., Ltd. ...
29. Chin Tau Electronic Co., Ltd.
30. Tai Mao Development Co., Ltd.
31. Kuoyang Const. Co., Ltd...........
32. Master Link Security Investment Trust Enterprise ..
33, Pacific Venture Capital Co., Ltd........cccooovnriiicrennne
34.Quanta Display Inc. .........
35, Hann Star Display Corp. .
36. Acer Display Technology Inc
37. Taiwa Fixed Network Co., Lid
38. Fu Yu Vnture Capital Investment Co., Ltd.
39. Preferred Stock of Texas Instrument Acer. Inc.

Sub-total

Allowance for long-term equity investments loss ..

Total

F-15
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June 30,

2000 1999
97,926,800 85,480,200
100,421,222 0
4,999,500 4,999,500
74,750,000 74,750,000
65,528,150 65,528,150
100,000,000 100,000,000
9,250,000 0
15,000,000 15,000,000
0 66,180,000
19,000,000 0
120,000,000 100,000,000
69,680,000 69,680,000
541,675,630 541,675,630
50,000,000 50,000,000
60,000,000 60,000,000
0 200,000,000
663,274,643 663,274,643
21,564,410 21,564,410
30,000,000 30,000,000
456,858,693 456,858,693
60,000,000 60,000,000
347,666,666 347,666,666
50,000,000 50,000,000
15,000,000 15,000,000
54,000,000 54,000,000
30,000,000 30,000,000
451,035,000 451,035,000
1,155,000,000 925,000,000
557,731,427 464,364,381
1,279,323,642 1,122,619,111
85,000,000 85,000,000
50,400,000 50,400,000
398,239,200 737,480,000
57,000,000 57,000,000
41,500,000 25,000,000
75,000,000 1]
69,972,000 0
130,000,000 0
1,300,000,000 0
30,000,000 0
31,104,000 0
8.767,900.983 7.079.556 384

(350.697.791)

(946.217,759)

8.417,203,192

6,133,338.625




FUBON INSURANCE CO., LTD.

NOTES TO FINANCIAL STATEMENTS (Continued)
(Expressed in New Taiwan Dollars Unless Otherwise Stated)

(A) The Company recognized investment loss $965,000 and $4,892,000, respectively, as of June 30, 2000 and
1999 for long-term investment in equity securities under the equity method. The investment revenue or loss
was based on the investee company’s CPA audited financial statements.

(B) Equity method is adopted for the investments in Fubon Venture Capital Corp. and Sinostar Venture Capital
Inc., in which the Company holds more than 20% of the investee’s voting shares. The cost method is used
for all other long-term investments.

(&) Investments in TECO Electric & Machinery Co., Ltd., Chin Fu Co., Ltd., Sampo Corp., Fubon Commercial
Bank Co., Ltd., Fubon Securities Co., Ltd. and Kuoyang Const. Co., Ltd., are intended to be held for a long
period of time and had been approved by the board of directors. These investments are recorded as long-
term investments.

(D) On April 26, 2000, the Company invested $500,000,000 for 50,000,000 ordinary shares, with $10 par value
per share in Taiwan Fixed Network Co., Ltd.

(E) On June 13, 2000 the Company invested $230,000,000 for 23,000,000 ordinary shares with $10 par value
per share in Taiwan High Speed Rail Co., Ltd.

F) The Company sold 18,550,000 shares of Pacific Cellular Corp. on May 20, 1999 to Daiwa Singapore Ltd.,
Nippon Investment Financial Co., Ltd. And NIF Taiwan Venture Limited. The proceeds of sale were
$1,060,900,000 and gain on disposal of investment was $872,220,000.

(2) Real Estate Investments

June 30, 2000
Revaluation Accumulated
Cost Surplus Depreciation Net Value
Land....ccooooevvrvemccnccenneens $3,378,631,389 $18,330,870 $ 0 $3,396,962,259
Buildings.......cccoovvvecmnnccrncenenns 2.751.283.367 0 (322.450.912) 2.428.832.455
Sub-total.....ccooceveeicenecreeaen 6,129,914,756 18,330,870 (322,450,912) 5.825,794,714
Construction in progress................. 2.814.444 0 0 2,814.444
Total ... $6,132,729.200 - $18.330,870 22.4 12 $5,828.609.158
June 30, 1999
Revaluation Accumulated
Cost Surplus Depreciation Net Value
Land....cooiicccceene $3,255,479,557 $18,330,870 $ 0 $3,273,810,427
Buildings......coceceiivceinececnncrenene 2.684.661.304 0 (264.679.208) 2.419.982.0%6
Total

............................................. 5.940,140,861 $18.330,870 (8264,679.208)  $5.693.792,523
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FUBON INSURANCE CO., LTD.

NOTES TO FINANCIAL STATEMENTS (Continued)
(Expressed in New Taiwan Dollars Unless Otherwise Stated)

A. Depreciable assets and land were revalued on December 31, 1976. Total revaluation surplus after
tax is $31,360,000 and $22,100,000, respectively, and is recorded as capital surplus. As of June
30, 2000, $21,000,000 of the revaluation surplus had been transferred to capita.l stock.

B. As of June 30, 2000, the rental income for the next five years is summarized as follows:
Xgﬁ Amounts (In thousands)
July 1, 2000—June 30, 2001 .......ccccceveveernnnnenn. $222,306
July 1, 2001—June 30, 2002.......ccccooireennnnenn. 63,917
July 1, 2002—June 30, 2003 .......ccco v, 18,894
July 1, 2003—June 30, 2004...........cooveveriinnenn. 4,738
July 1, 2004—June 30, 2005......ccccveeevvernnnnnnn. 1.056
Total ceveeeiiieeee e, $310.911
10. FIXED ASSETS
June 30, 2000
Accumulated
Cost Depreciation Net Value
LANd et $600,549,646 $0 $600,549,646
BUildings.......coovvrvecneeneincsrennec e 1,087,735,319 (228.,418,422) 859,316,897
Transportation equipment.............cccc.ec..... 78,619,803 (43,937,497) 34,682,306
Other equipment..........cococunvicimrciinninennns 369.034,583 (269.814.936) 99.219.647
SUb-total ...ovverree e 2,135,939,351 (542,170,855) 1,593,768,496
Construction in progress........c.oocwvevnniinne 89.520.000 0 89.520.000
TOtAL ...t $2,225459,351 ($542.170,855) $1.683.288.496
June 30, 1999
Accumulated
Cost Depreciation Net Value
Land ..ottt cennes $623,950,523 $0 $623,950,523
BUilding ...coooveiiieeieeeee e 1,099,344,565 (200,368,493) 898,976,072
Transportation equipment.........c.cooecevciiiennne 75,277,141 (35,417,820) 39,859,321
Other equUIipment........ccceemncerenmrereeceennnne 350,632,790 (229.771.417) 120.861.373
SUb-10tal ..ev v 2,149,205,019 (465,557,730) 1,683,647,289
Construction in progress.........c...ccoceeemneee. 25.921.145 0 25.921.145
TOtal o $2,175,126,164 ($465,557,730) $1.709.568.434

Fixed assets and real estate investments are insured and premium of $2,649,660,000 and
$2,535,300,000 are paid as of June 30, 2000 and 1999, respectively.

11. OVERDUE RECEIVABLES

June 30,
2000 1999

Overdue receivables ......c.ocovvveeiieineeciise st

$178,207.288

$243,177,980

Less: Allowance for bad and doubtful debts..........ccc.cocven (178.207.288) (81.151.750)
TOtAl .ot 3 0 $162,026,230
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NOTES TO FINANCIAL STATEMENTS (Continued)
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12. RESERVE FOR OPERATIONS & LIABILITIES

June 30,
2000 1999
Unearned premium reserve $7,871,829,550 $7.716,513,924
Special reserve ... 5,770,751,905 5,330,515,613
Reserves for claims................. 2,131,161,727 1,771,383,398
Other liability T€SErVe ......ccvvivi e 427,551,393 378,599,688
Sub-total.....coiirieieee s 16,201,294,575 15,197,012,623
Deferred income tax liabilities-non-current 0 3,778,523
TOAL oo $16,201,294,575 $15,200,791,146

Reserve for operations includes the following reserves:

()
A.

@

Unearned Premiums Reserve

According to the Implementation Rules of Insurance Law, the unearned premiums
reserve is determined by multiplying total retained gross premiums for each policy by a
prescribed rate.

Pursuant to a memorandum, issued by the Ministry of Finance on October 29, 1994,
entitted “Accounting Treatment of Mandatory Third-Party Liability Automobile
Insurance,” the provision for unearned premiums reserve in relation to mandatory third-
party liability motor insurance is determined by multiplying retained pure gross
premiums by prescribed rate as stated in the above mentioned memo.

Special Reserve

The Company must provide provision for special reserve for each type of insurance policies
according to the Insurance Law. The related provision and release of special reserve are
expressed as follows:

A.

[NYC] 343358.4

Provision of special reserve is determined by the reserve formula issued by the Ministry
of Finance.

If the actual claims and claims adjustment expenses for a particular type of insurance are
less than an amount determined by the Ministry of Finance as the “expected” amount of
claims and claims adjustment expenses for such insurance, the Company must also
provide 50% of such difference as additional special reserve for such year.

If the actual claims and claims adjustment expenses exceed 150% of the “expected”
amount, the Company can release such difference from the special reserve.
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The total amount of special reserve for each type of insurance at the end of any year may
not exceed its net earned premiums for such year from such type of insurance; any excess
amount must be released from its reserves and treated as income of the insurance
company. An insurance company may set aside additional special reserves with the
approval of the Ministry of Finance.

For compulsory car insurance policy, additional special reserve shall be provided
according to the regulations of the Ministry of Finance as follows: any remaining amount
of total amount of retained earned pure premium, reinsurance commissions, incurred but
not reported claims (“IBNR”) reserve release and interest of prior year’s special reserve
after deducting total amount of retained loss incurred and provision of IBNR reserve
shall be provided as additional special reserve.

The provision for special reserve for compulsory car insurance must be kept in time
deposits. This special reserve can only be used to cover pure premium loss.

Reserves for Claims

Reserves for claims are provided for in accordance with the memo “Insurance Industry Provision
of Reserve for Indemnity” issued by the Ministry of Finance (“MOF?”). Those provisions include
the following: :

A.

D.

(4)

The Company, based on several factors, including historical information and
circumstances surrounding each claim for each type of insurance, estimates provision of
unpaid claim reserve for reported claims.

Provision of IBNR reserve is determined according to earned premiums for each type of
insurance in accordance with regulations issued by (MOF).

Each year’s provision of reserve for claims shall be released at the end of that year.

According to new regulations issued by MOF in 1994, the base of computing the
provision of IBNR reserve of compulsory car insurance is net earned premium.

Other liability reserve

According to the Implementation Memorandum of MOF, other liability reserve is determined by
multiplying total fire payback premiums (based on an actuarial report) by a prescribed rate.

13. CAPITAL STOCK AND CAPITAL INCREMENT

(D

[NYC] 343358.4

As of June 30, 2000, the total authorized share capital was $17,680,000,000; paid-in
share capital was $17,239,374,310 for 1,723,937,431 ordinary shares, with $10 par value
per share.
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NOTES TO FINANCIAL STATEMENTS (Continued)
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On March 14, 2000, the stockholders approved an increase of share capital by issuing
35,839,040 shares out of retained earnings, capital surplus and current period employees’
bonus of $86,196,870, $258,590,610 and $13,602,920, respectively. The Securities &
Futures Committee approved the issuance in June 2000 and the change in paid-in share
capital registration is in process.

On May 19, 1999, the stockholders approved an increase of share capital by issuing
156,721,584 shares out of retained earnings and capital surplus of $156,721,580 and
$1,410,494,260, respectively. The Securities & Futures Committee approved the issuance
inJune 1999 and the change in'paid-in share capital registration was completed in 1999,

14. CAPITAL SURPLUS

The Company’s capital surplus details are as follows:

June 30,
2000 1999
Additional paid-in capital.........cc..coeeerrerrennne. $9,924,948,335 $10,183,538,945
Gains on disposal of fixed assets (after tax)..... 79,954,288 79,932,735
Assets revaluation surplus.......cccoceeeeeviieerennnn, 1,103,946 1,103,946
TOA] eecriieeeeec et $10,006,006,569 $10,264,575,626

The above capital surplus can only be used to cover accumulated losses or issue stock
dividends and it cannot be used to distribute cash dividends. In the case of issuing stock
dividends, the following restrictions apply:

(M

(2)

Stock dividends issued out of additional paid-in capital can only be made once a year. In
addition, a stock dividend must be distributed at least one year after the year in which the
additional paid-in capital arises. The amount of stock dividends issued must follow the
rules prescribed by the Securities and Futures Committee. The capital increment year is
based on the date approved by the Ministry of Economic Affairs.

Stock dividends issued out of the revaluation surplus cannot exceed 5% of the balance of
the revaluation surplus, or 5% of the issued share capital. If the revaluation surplus is
used to cover accumulated losses, profits in subsequent years should be credited to the
revaluation surplus after statutory distributions until the amounts previously utilized have
been fully recovered.

15. RETAINED EARNINGS

1)

Legal Reserve

Pursuant to the Company Law, 10% of the annual after-tax net income of each company
must be appropriated as legal reserve until the total amount of the legal reserve equals to

[NYC] 343358.4
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paid-in share capital. This legal reserve can only be used to cover deficits and not for
cash dividends. However, if the total accumulated legal reserve is greater than 50% of

paid-in share capital, up to 50% of such excess can be capitalized upon resolution of the
stockholders.

(2) Unassigned Retained Earnings

As stipulated in the Company’s Articles of Incorporation, the restrictions and sequences
for distributing annual net income are as follows:

(a) Covering previous deficits;

(b) Paying income tax;

(c) Appropriating 10% of the remaining net income as legal reserve;
(d) Distributing dividends;

(e) Bonus to employees at 1% to 5% of the remaining net income; and

(f) Appropriation of any of the remainder of the retained earnings as proposed by the board of
directors and approved by the stockholders.

(3) Undistributed Retained Earnings

According to an amendment to the ROC Income Tax Law in 1998, a 10% undistributed
retained earnings tax will be levied on a company’s undistributed retained earnings. The
undistributed retained earnings after assessment will not be taxed any more.

16. ESTIMATED INCOME TAX

(1)  Income tax expenses include the following:

June 30,
2000 1999
Tax based 0N INCOME ........cccovruiiieeieeiie et . $173,313,339 $107,577.315
Defferred income tax liabilities (benefits) 12,275,013 38,327,314
Tax on a separate basis ......c.ceccvevveirnrccniic e 54,619,678 59,436,782
INCOME 1AX CTEAIt ..o e et eren e (23,175,940) 0
Accrued income tax for previous year (27,032,090) 4,658,589
Total income tax expenses ............ et ettt ta e $190,000,000 $210,000,000
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(2) Deferred income tax liabilities and assets are as follows:
June 30,
2000 1999
A.  Total deferred INCOME TAX ASSEIS........c.civevrererievirererreseeraere e s etesesesseesaeseseseseraeseseesesranas $52,420,460 $16,598,894
Total deferred income tax liabilities 12,719,504 17,612,119
B. Components of deferred income taxes liabilities and assets resulting from temporary .
difference
Deductible temporary difference from bad debt 1085 .....c...eecovrvcrevcrrreccenieiciinnns (209,681,841) (12,671,672)
Deductible temporary difference from unrealized exchange 10ss..........c..cccovreciiiennns 14,976,115 (84,206,740)
Taxable temporary difference from unrealized invested revenue...........ccccoeruvvcrivcne s 0 48,501,370
Taxable temporary difference from recognition of pension expenses ...........occeuena 35,901,901 28,435,075
C. Deferred inCOME taX ASSEIS=CUITENL....cccivevivirieriereesereerereressssesesesessesesesssssssssssssssssessessrsens 3,167,918 14,076,141
Deferred income tax liabilities-current (3,744,029) (11,310,843)
Net deferred income tax-current ............... ($576,111) $2,765,298
D. Deferred inCOmME tax aSSEtS-NON-CUITEML........cccoeetererrierririerertesseseeseserresseestaseesessasseesesseens 49,252,542 2,522,753
Deferred income tax 1iabilities-non-CUItent ........c.cccoveriiiiiinninie e (8,975,475) (6,301,276)
Net deferred iNCOME tAX-NON-CUITENL...........cccoveveveierenierir et ceesesaeseeenteses e sesesssnsesineas $40,277,067 ($3,778,523)

(3)  Adjustments between accrued income tax and income tax for the period ended June 30,

2000 and 1999 are as follows:

June 30,
2000 1999

ACCTUED INCOTNE TAX ...veeveereeeveeivisessesssensssssesssasesesssssesesssesensomsssssmssesmassesmsssssesssassssssesssosssne $173,313,339 $107,577,315
Deferred income tax expenses (revenue) on unrealized exchange gain ... 12,275,013 35,150,573
Deferred income tax expenses (revenue) on unrealized gain/loss. 0 1,435,500
Deferred income tax expense on recognition of pension ............... 0 1,423,151
Deferred income tax expenses on recognition of maintenance . 0 318,090
TAX ON @ SEPATALE DASIS .ovvvcrienerunrerriscrecrecenrenstimirie et neasessse e sesssessocssscssssasssssstsssens 54,619,678 59,436,782
INCOMIE tAX CTEUIL...veiiveciieicrireer ettt et se e e resa et cre et s saa s e sosesenersssrsssssnssssbenanesasenesssass (23,175,940) 0
Adjustments on previous year’s income tax N (27,032,090) 4,658,589
TOtA] INCOME TAX EXPEIISES w.vvrrrrenereermeeriasinraresssssssessssraressimssesisersssrosssressestrassssesssssesssessssens $190,000,000 $210,000,000

(4) The Company's business income tax application has been assessed on 1997 by the tax

authority.
(5) Shareholders' dividend withholdings tax:
June 30,
2000 1999
Balance of shareholders' tax withheld account................. $878,293,981 $455,952,174
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June 30,
2000 1999
(Estimate) (Actual)
Tax withholding rate...........cocvvivevereieenrce e, 23.06% (a)

(a) According to the memorandum of No.11620 on Feb. 24, 1975 released by the MOF, the
Company can't distribute the retained earnings of 1998.

(6) The undistributed retained earnings:

June 30,

Year 2000 1999
Priort0 1997 ...ttt $482,014,100 $1,422,343,604
AREr 1998..... et 3,809,072,263 1,341,645,934

TOtAl .ttt e $4,291,086,363 $2,763,989,538
17.  EARNINGS PER SHARE

June 30,
2000 1999

Net income after income tax (8) .......co.vevevevvecereerereeriere e o $1,939,875,977 $1,954,952,506
Year-end outstanding number of shares...........coccremceiccnnnnniivnnnne 1,723,937,431 1,567,215,847
Weighted average outstanding number of shares (b) ........cc.cooveeuennee. 1,723,937,431 1,567,215,847
Adjusted weighted average outstanding number of shares (c) .......... 1,723,937,431 1,723,937.431
Earnings per share (@)/(D)...coeverveereririetreeerieieees e snnnens $1.13 $1.25
Adjusted earnings per share (8)/(C).......cccvverreeeirereerreccernererrecnrennerenes _ $1.13 $1.13

The changes of the above weighted average outstanding number of shares are shown below:

June 30,
2000 1999
Shares, at the beginning of year..........cooeveoeerneen s $1,723,937,431 $1,567,215,847
Capital increment out of retained earnings in 1999 ..o 0 15,672,158
Capital increment out of capital surplus in 1999.........oovvvvncnenn 0 141,049,426
B DO $1,723,937,431 $1,723,937.431
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18. RELATED PARTY TRANSACTIONS

(1) Related parties

(1) Fubon Land Development Co., Ltd ..o

(2) Fu-An Leasing Co., Ltd. .....
(3) Fubon Commercial Bank Co., Ltd. ...
(4) Fubon Investment Services Co., Ltd. ...
(5) Fubon Securities Co., Ltd. .

(6) Fubon Securities Investment Trust Co., Ltd. ..cocoooveoeoverieeeeinne

(7) Tao Yin Co., Ltd. ................

(8) Ming Tong Co., Ltd. .....

(9) Fubon Life Assurance Co., Ltd ...................................................

(10) Fubon Securities Finance Co., Ltd. ...ccoocovereecemnncinicrcnininnne
(11) Fubon Bills Finance Co., Ltd. ....ccovceereescneriemrei s

(12) Fubon Direct Marketing Consulting Co., Ltd. ....
(13) Fubon Art Foundation. .....

(14) Chung Hsing Construction Co., Ltd. ....coocovireciieiiccc

(15) Fubon Future Co., Ltd.......

(16) Fubon Construction Management Co., Ltd. .....ccovvverecrernrrnnnnnn.
(17) Fubon Technology Consulting Co., Ltd. ...ccecoevvriecccvciriniencene

(18) Fubon Culture & Education Foundation. .........ccccccoceeeeece.

(19) Fubon Charity Foundation

[NYC] 343358 4
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(2)  Transactions with related parties

A. Premium Revenues (from related parties):
June 30, 2000
Direct Written ~ Premiums
Name Premiums Receivables
(1) Fubon Land Development Co., Ltd............ $36,028 $19,260
(2) Fu-An Leasing Co., Ltd........ccoorveiiiieinnnnes 13,743 , 3,974
(3) Fubon Commercial Bank Co., Ltd. ............ 23,663,234 2,394,752
(4) Fubon Investment Services Co., Ltd. ......... . 8,946 4,686
(5) Fubon Securities Co., Ltd. ...ccccooiiiiiinnne 743,569 661,470
(6) Fubon Securities Investment Trust Co., Ltd . 72,588 36,984
(7) Tao Yin Co., Ltd. oo 377,162 44,546
(8) Ming Tong Co., Ltd. ...coecovvvniniinininens 661,479 126,884
(9) Fubon Life Assurance Co., Ltd.................. 652,191 368,008
(10} Fubon Securities Finance Co., Ltd............. 78,895 39,798
(16) Fubon Construction Management Co., Ltd. 427 0
Total cveeeree e $26,308,262 $3,700,362
June 30, 1999
Direct Written Premiums
Name Premiums Receivables

(1) Fubon Land Development Co., Ltd. ........... $142,128 $56,702

(2) Fu-An Leasing Co., Ltd. .....ccooveerrerierenennn 12,847 1,872

(3) Fubon Commercial Bank Co., Ltd.............. 45,233,082 2,242,852

(4) Fubon Investment Services Co., Ltd........... 7,952 1,136

(5) Fubon Securities Co., Ltd..........cccceeeeirnnes 1,194,341 231,880

(6) Fubon Securities Investment Trust Co., Ltd 108,054 45,402

(7) Tao YinCo., Ltd..cceooeiiir i 7,553 0

(8) Ming Tong Co., Ltd. ..coovvereeiieeeirce 321,169 336

(9) Fubon Life Assurance Co., Ltd. ................. 1,325,950 310,003

(10) Fubon Securities Finance Co., Ltd.............. 145,618 52,995

(14) Chung Hsing Construction Co., Ltd. .......... 486,165 0

(16) Fubon Construction Management Co., Ltd. 5,498 0

Total . $48,990,357 $2,943,178
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FUBON INSURANCE CO., LTD.

NOTES TO FINANCIAL STATEMENTS (Continued)
(Expressed in New Taiwan Dollars Unless Otherwise Stated)

B.

Name :
(1) Fubon Land Development Co., Ltd...............
(3) Fubon Commercial Bank Co., Ltd...
(5) Fubon Securities Co., Ltd. ..o
(6) Fubon Securities Investment Trust Co., Ltd. .....ccoeves
(7) Tao Yin Co., Ltd. oo
(8) Ming Tong Co., Ltd....cccccovrne.
(9) Fubon Life Assurance Co., Ltd........

(10) Fubon Securities Finance Co., Ltd. ...
(11) Fubon Bills Finance Co., Ltd. ......ccccccvninnnis
(12) Fubon Direct Marketing Consulting Co., Ltd. .
(15) Fubon Future Co., Ltd. oo
(18) Fubon Culture & Education Foundation..........c.cccocovuuen..
(19) Fubon Charity Foundation

Name

(1) Fubon Land Development Co., Ltd. ........ccevevnnee.
(3) Fubon Commercial Bank Co., Ltd........cccccoeeoeeenne
(4) Fubon Investment Services Co., Ltd. ...
(5) Fubon Securities Co., Ltd...c.ccooemrirciiiins
(6) Fubon Securities Investment Trust Co., Ltd. ..
(7) Tao Yin Co., Lid. .o
(8) Ming Tong Co., Ltd......ccccccn..
(9) Fubon Life Assurance Co., Ltd.....
(11)Fubon Bills Finance Co., Ltd. ..o
(12)Fubon Direct Marketing Consulting Co., Ltd. ......
(13)Fubon Art Foundation
(15)Fubon Future Co., Ltd. .cccovevicernnrvccnnne
(17)Fubon Technology Consulting Co., Ltd. .......c.......

Real-estate rental income (from related parties):

June 30, 2000
Guarantee
Rental Income Deposits

$17,712 $0

37,944,990 2,504,600

11,021,281 3,896,396

1,746,176 523,200

1,324,572 400,000

1,324,572 400,000

25,592,443 9,240,818

738,478 440,000

1,213,118 123,304

5,669,612 1,446,800

3,106,860 948,000

442,860 0

"~ 442 860 0

$90,585,534 $19,923,118

June 30,1999
Guarantee
Rental Income Deposits

$1,342,284 $400,000
34,511,086 2,504,600
417,144 137,760
22,473,125 7,843,196
6,243,426 2,014,420
1,324,572 400,000
1,324,572 400,000
18,264,146 7,225,118
909,136 123,304
3,449,054 966,000
286,860 0
3,040,189 948,000
42,000 0
$93,627,594 $22,962,398

All of leases are operating leases, and there are no material differences from market prices.

[NYC] 3433584
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FUBON INSURANCE CO., LTD.

NOTES TO FINANCIAL STATEMENTS (Continued)
(Expressed in New Taiwan Dollars Unless Otherwise Stated)

Others:

The Company had deposits in Fubon Commercial Bank Co., Ltd. of about $2,598,100,000
as of June 30, 2000 and $3,597,160,000 as of June 30, 1999, respectively.

The Company had a group insurance policy with Fubon Life Assurance Co., Ltd. The
insurance expenses were $5,290,000 and $5,160,000 as of June 30, 2000 and 1999,
respectively.

The Company had a service contract with Fubon Securities Co., Ltd. to handle share
registry and underwriting of common stocks. The Company paid $4,570,000 and
$4,400,000 services fees and $17,760,000 and $5,670,000 underwriting fees as of June 30,
2000 and 1999, respectively.

The Company had a service contract with Fubon Investment Services Co., Ltd. to provide
consultation services and paid service fees of $2,500,000 as of June 30, 2000 and 1999
respectively.

The Company had a service contract with Fubon Land Development Co., Ltd to provide
consultation services and paid service fees of $4,910,000 and building design fees of
$2,310,000 as of June 30, 2000.

The Company had a service contract with Fubon Direct Marketing Consulting Co., Ltd. to
provide marketing services and paid service fees of $16,260,000 as of June 30, 2000.

The Company had a service contract with Fubon Construction Management Co., Ltd. to
provide services and paid service fees of $5,130,000 as of June 30, 2000.

The Company signed a co-construction contract with Fubon Land Development Co. Ltd in
June 2000 to develop a piece of land in Taipei. Total estimated construction cost would be
about $600,000,000. The Company is responsible for funding 51.16% of the construction.

The Company sold 5,000,000 shares of Pacific Cellular Corp. on March 1999 to Fubon
Life Assurance Co., Ltd. The proceeds from sale of this investment were $225,000,000 and
gain on disposal of this investment was $174,330,000.
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FUBON INSURANCE CO., LTD.

NOTES TO FINANCIAL STATEMENTS (Continued)
(Expressed in New Taiwan Dollars Unless Otherwise Stated)

19. ASSETS PLEDGED

June 30,
2000 1999
Guarantee Deposits Paid
1. Government treasury bill...........c.coceiinenen. $2,685,936,574 $2,449,574,847
2. Time depositS.....c.oveevercerieiinceiniieceninciae 11,731,600 2,500,000
TOtal et $2,697,668,174 $2,452,074,847
) Government treasury bills deposited in The Central Bank of China as insurance guarantee

required by the Insurance Law.
2) The pledged assets are disclosed at their net carrying values.
20. OTHER IMPORTANT MATTERS AND CONTINGENT LIABILITIES

A. The Company had an insurance dispute with the Ju Jiang Construction Co., Ltd. In 1993
and had paid an indemnity of $49,240,000. This case is at the Supreme Court of appeal and
has not been resolved as of June 30, 2000.

B. The Company had an insurance dispute with the Farmers Bank of China and was required
to pay an indemnity of $5,000,000. This case is at the Supreme Court of appeal and has not
been resolved as of June 30, 2000.

C. The Company had an insurance dispute with Taichung Business Bank and was required to
pay an indemnity of $18,000,000. Legal proceedings have been initiated and not have been
resolved as of June 30, 2000.

D. The Company had an insurance dispute with Taipei Seventh Credit Cooperation and was
required to pay an indemnity of $11,140,000. This case needs to be investigated and
declared judicially to go back to preparation procedure.

E. The Company had a dispute for exchanges of assets with Ms. Yan-Jan Wang. This case is
at district court on trial as of June 30, 2000. The actual exchange square meters of floor
assigned to Ms. Wang should wait for the final sentence of the court.

F. The Company had an insurance dispute with the Ja-Zu Enterprise Ltd., and was required to
pay an indemnity of $36,000,000. This case is at the district court of appeal and has not
been resolved as of June 30, 2000.

G. The Company had an insurance dispute with Chulong corp., and was required to pay an
indemnity of $4,847,000. This case is at the district court of appeal and has not been
resolved as of June 30, 2000.
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21.

22.

23.

24.

25.

26.

27.

28.

FUBON INSURANCE CO., LTD.

NOTES TO FINANCIAL STATEMENTS (Continued)
(Expressed in New Taiwan Dollars Unless Otherwise Stated)

H. The Company had an insurance dispute with Zo-Lian Country Farmers association and was
required to pay an indemnity of $3,806,000. This case is at the district court of appeal and
has not been resolved as of June 30, 2000.

SERIOUS DAMAGES: None

SUBSEQUENT EVENTS

Taiwan’s Fubon Group and Citigroup have a formal agreement to form a strategic

" partnership on July 19, 2000. Please refer to Note 23 for further details.

OTHER IMPORTANT EVENTS
Citigroup and Taiwan’s Fubon Group announce a strategic partnership to expand

business in Taiwan and Asia. Citigroup will invest in each of Fubon’s five financial
services companies and hold 15% of the outstanding shares of interest of each company.

The proposed investment in Fubon’s five businesses is estimated to be approximately
NT$23 billion (US$750 million).

INFORMATION FOR INVESTMENT IN MAINLAND CHINA: None
PENSION RELATED INFORMATION

The interim financial statements are not required to follow the principles outlined in the
statements of Financial Accounting Standards No. 18 “Accounting for Pensions™.

FINANCIAL PRODUCTS RELATED INFORMATION
(1) Financial derivatives related information: None

(2) Non financial derivatives related information:

 The book value of non-financial derivatives as of June 30, 2000 is almost the same as the

estimated fair market value.

SEGMENT INFORMATION

The interim financial statements are not required to follow the principles outlined in the
statements of Financial Accounting Standards No. 20 “Disclosures of Segment Financial
Information”.

RECLASSIFICATIONS

Certain amounts on the June 30, 1999 financial statements have been reclassified to
conform to the June 30, 2000 presentation for comparison purposes. These
reclassifications do not have a significant impact on the financial statements.
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FUBON INSURANCE CO. LTD.

NOTES TO FINANCIAL STATEMENTS (Continued)
(Expressed in New Taiwan dollars unless otherwise stated)

Reference 3: Interest Income
June 30,
2000 1999
Interest income from bank accounts..........ccccevvuveennnnn $148,523 $173,887
Interest 0N lOANS ...ceviviiviieiiiieeeeeeeee e e 5,100 7,562
Interest on negotiable certificate deposits................... 109,715 154,205
Interest on government bonds ..........coveevveveeniieecennnnn, 164,027 109,172
Interest on corporate bonds.....ccceoovvveveniveeeerniencnnnnn. 30,536 65,712
Commercial PAPET ...ovvcvevirieeereniiieercreerrereeesie s e 29,442 60,460
Financial debentures.....ccccvvvvveeiviriieeeeeiiieeiieeieeensveens 9,287 8,816
Notes issued under repurchase agreements................. 132,038 76,771
Interest on overseas iNVeStMent ............veevevvvevnenennnnnn, 25,424 38,025
Interest on treasury bill ..o, 1,903 0
OthEE .. 279 13,989
TOtaloe i e $656,274 $708,599
Reference 4:  Other Operating Income
June 30,
2000 ' 1999
Gain on sale of marketable securities..........cc........ $1,501,767 $234,717
Cash dividends InCome..........ooooveeivriiiiiceiiceeieenes 149,191 287,235
Gain on disposal of bills .......c.ooveieiivccniieiine 75 3,035
Gain on sale of government bonds............ccccc...... 12,722 7,869
Other realized gain from investment ...........c......... 123,398 46,353
TOtal.cccocvereiie s $1,787,153 $579,209
Reference S:  Other Operating Costs
June 30,
2000 1999
Loss on sale of marketable securities .........ccuuve..... $495,937 $553,453
Reference 6: Marketing Expenses
June 30,
2000 1999
Bad debt eXpenses ......cccvvveeveeriviieee v $118,119 $80,967
Depreciation (for investment purpose)................. 29,704 28,770
Other marketing eXpenses.........ccvveeervervecrnenneen. 1,217,690 1,354,607
TOtAl oo $1,365,513 $1,464,344
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FUBON INSURANCE CO. LTD.

NOTES TO FINANCIAL STATEMENTS (Continued)
(Expressed in New Taiwan dollars unless otherwise stated)

Reference 7:  Administrative & General Expenses

June 30,
2000 1999
Land tAXES cueevvviiveirreeeiisireerieesssesmastreresseraneeeesens $12,781 $26,557
DePreciation........cvieeeerreererireenennine s s e 41,170 41,827
Other administrative and general expenses........... 197,078 192,759
Total. oo $251,029 $261,143
Reference 8: Non Operating Revenues
June 30,
2000 1999
Gain on disposal of assets.......cccovveeveerveennen. v $304 $27
Other INCOME........coreeiieee e e 24,599 171,844
SUB-Otal....eveiiee e $24,903 $171,871
Reference 9: Non-Operating Expenses
June 30,
2000 1999
Loss on foreign exchange .........ccccevveeeeeenvereenens $61,798 $239
Loss on disposal of assets ........ccccccevvevneriiceeennnn. 244 63
Other eXPENSES .eeeuvvveeeieireeceren et inses e 32,835 15,388
SUD-1Otal ..o $94,877 $15,690

[NYC] 343358.4
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INDEPENDENT AUDITORS’ REPORT

To: Board of Directors

Fubon Insurance Co., Ltd.

We have audited the accompanying balance sheets of Fubon Insurance Co., Ltd. as of December 31,
1999 and 1998, and the related statements of income, changes in stockholders’ equity, and cash flows for
the years ended December 31, 1999 and 1998. These financial statements are the responsibility of the
Company's management. Our responsibility is to express an opinion on these financial statements based on

our audits.

We conducted our audit in accordance with generally accepted auditing standards in Taiwan,
Republic of China, which are substantially similar to generally accepted auditing standards in the United
States of America and the regulations governing such audits. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures
in the financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation. We

believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Fubon Insurance Co., Ltd. as of December 31, 1999 and 1998, and the results of its
operations and its cash flows for the years ended December 31, 1999 and 1998, in conformity with ROC

generally accepted accounting principles.

BDO TAIWAN UNION & CO.

February 19, 2000
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FUBON INSURANCE CO., LTD.

BALANCE SHEETS
DECEMBER 31, 1999 and 1998

December 31,

1999 1998
NTS NTS
Assets (in thousands)
Current assets
Cash and cash equivalents (Notes 2, 4).....cccoovervrrerrencnene 13,158,875 14,826,538
Short-term investments (Notes 2, 5) ....ccvvvvervvererieeiennenee. 15,701,014 12,961,941
Notes receivables (NOtes 2, 6) .....cceecereerrieireviniieenieeneennne 1,183,728 1,077,304
ACCrued IMCOME ..ottt ee e e e e s eeians 265,856 394,346
Premiums receivables (NOtes 2, 6).....cccveeerevvvneeeeeeinnns 1,662,104 2,251,102
Reinsurance recovery receivables (Note 7).......ccoeeeeveecnne 10,625,926 4,573,304
Due from other INSUIErs ......ccovvviiiveiivie e 515,241 741,641
Other receivables .........oeciviiinevcen s 507,280 638,634
Prepayments........ooveecerieieriiieeeniineneeee e sre e 92,502 222,437
SUD-LOTAl .ceveiecricii e e 43,712,526 37,687,247
Loans
Mortgage loans (Note 8) ..o 149,305 73,660
Sub-total ..o e 149,305 73,660
Funds, Long-Term Investments, and Receivables .............
Long-term investments (Notes 2, 9).....cccvcrecrirrncreecne. 12,685,387 11,351,109
SUD-OtAl ..o 12,685,387 11,351,109
Fixed Assets (Notes 2, 10)
Land ..o et 600,550 629,923
BUildings ...ccvcovveeieieniericircrctne e e 1,074,791 1,092,439
Transportation equipment .........ccoccoeeeieiiiiiiinvecencneine, 77,502 74,555
Other eqUIPMENt........ccvvvirviiciirriecneenened eeeeeeeeeeens 357,992 348,847
COSE vnvierrerre et cte s e ereeresse e e st e ssaesb et ssrseaaesreseseesanntessneens 2,110,835 2,145,764
Less: Accumulated depreciation .........c.cccecveevinvenrrveceennee : (505,991 (427,253)
Construction in progress and equipment ordered.............. 84,500 13,459
SUb-total ..ccveciecie e 1,689,344 1,731,970
Other Assets
Prepayment for pensions 35,902 19,512
Guarantee deposits paid ..........cccceceveeiionnnirnnrineiecien e 2,792,714 2,563,353
Overdue receivables (Note 11)......ccoveviveviiiencnnieeeee, 0 87,120
Reinsurance liability reserve contributed.........cccveeeeeienee. 8,974 13,562
Deferred charges .......ccccvvveeiiienieneirece e eeenirecie e ees 45,174 7,902
SUD-LOTAL oot 2,882,764 2,691,449
TOtal ASSEES..coovirireecreeceieccte et et a e erae e e eaae s 61,119,326 53,535,435

[NYC] 343358 .4

The accompanying notes are an integral part of these financial statements.
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FUBON INSURANCE CO,, LTD.

BALANCE SHEETS (Continued)
DECEMBER 31, 1999 and 1998

December 31,

1999 1998
NTS NTS
Liabilities & Stockholders' Equity (in thousands)
Current Liabilities
Notes issued under repurchase .
agreements (NOTE 2) ..cucervreeuiinceniieneneenne e 263,188 705,604
ACCTUE EXPENSES. .eevvirreereenierieeitrestereessresreeseassesesssresneserss 474,631 386,038
ACCIUEA taX c.ivireiiieeecieeee e e e e e ae s sereeesberae st e eerabeeenns 179,240 119,825
Commissions payable ..........coccevnerncmnnineinecen e 256,392 279,708
Indemnity payments payable........c.ccooeviireieiinicienneniene 8,866,872 2,952,873
- Reinsurance indemnity payable ..........cccoovvevivineneenenen, 214,076 60,257
Payables to Other INSUIErS.......oceevveeveereiirenreneniee e eie e 471,676 538,110
Other payable ........coooveieicinre e 1,339,309 1,911,702
AdVance TECEIPLS ...eevverrirrerreierrenreeirere et nnes e e eressnnene 319,943 1,338,343
Sub-10tal ..o e 12,385,327 8,292 460
Long-term liabilities '
Reserve for land value increment taX......cccoeeeveeivivenireeennnes 9,264 9,263
SUD-LOtAl ...t e 9,264 9,263
Other liabilities
Reserve for operations (Note 12) ...ooveevceeecenniesiereereee 15,684,515 14,029,757
GUArantee dePOSItS ....covvrerirrreeiinieiiariireserree e srerressesessenens 51,435 51,687
Reinsurance liability reserve received.....cc.coccoovrenvvrvenrenns 1,019,408 1,277,557
SUD-LOtAl ..o e s 16,755,358 15,359,001
Total Habilities ........ooveveeeeiie e 29,149,949 23,660,724
Stockholders’ equity
Common stock (NOte 13)..oveeiiiiiiiisecene e 17,239,374 15,672,158
Capital surplus (Note 14)
Additional paid-in capital ............ccocovveviirree s 10,183,539 11,594,033
Gains on disposal of fixed assets ........cccecvverernrerrreencennee 79,954 79,933
Assets revaluation surplus ........cccccveciinieneieiennenniene e, 1,104 1,104
Retained earnings (NOte 15)....c.cocvuvirerivveieniieecineeneenens
Legal reServe ....uviircieciiiter e s 1,188,643 1,054,478
Unassigned retained €arnings........c.coveveeveercmnevecesrennennn. 4,291,086 2,763,990
Equity adjustment: .
Unrealized long-term equity investments loss ............... (1,013,902) (1,290,784)
Accumulated translation adjustments .......c..ccoovcveveennenne 421) (201)
SUb-TOtal .o e 31,969,377 29,874,711
Total liabilities and Stockholders’ equity.......ccovevrevererennne. 61,119,326 53,535,435

The accompanying notes are an integral part of these financial statements.
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FUBON INSURANCE CO., LTD.

INCOME STATEMENTS

DECEMBER 31, 1999 and 1998

Operating Revenues
INEETESE INCOIME ..ottt sttt e
Gross PrEMIUMS .....o.ovoicimiiccicietee ettt s
Reinsurance cOMmMISSION INCOME ........onecuriiiinrerrerinessessmennneensorseassenns
Reinsurance recovery and subrogation ..........cwccoeevenniccinnncneeinnnrns
Unearned premiums r€Serve release.........ccvimniniosiennnneseerenninns
SPECial TESEIVE TEICASE ..vvveviitrririce ettt st e sensnres
IBNR reServe relase ........oveecuemiurieeci e cceereneesescicesses s iescenes
FEE IMCOME ...ttt ettt b s bbbt een
Gain on long-term equity iNVESIMENLS ....c..vcviiercrrcrmrercnnirinrenescenercrresenee
Gain on real-estate INVESTMENLS.........cvuieeeernaerrenreiereseeeseeereserre s seseseseses
Other Operating NCOME........cooireei et e es
SUD-O1A] ... e e
Operating Cost
INTETEST EXPEISES. ...ovrveereiriieceriri ettt eb e es et re st cnne
Reinsurance premiums CeAed..........coovmeeieennricrnne s
Commissions expenses .....
Lossincurred ......occimevnnconeccneeeae .
Provision for unearned premivms IESEIVE .....ov.cvermrrereurvccrroureeniecerneeneens
Provision for special reSErve.........ovrircinincerrrcnecce e
Provision for IBNR TE€SETVE .......c.vrvrrcirrninreceirreeieecscee s s
Processing fees ......occccevvecninucccinnenns
Loss on Long-term equity investments...
Loss on real estate inVeStMENTS ......c..ovovvveeiiiiinicecrner e e
Other operating COStS .......ccoceenmevcrcermernne s
Sub-total
Operating Gross Profit ...t
Operating Expenses
Marketing EXPENSES.....cvu.vrucuemierieeeeeri ettt reciseserer e sessie et sean
Administrative and general eXpenses.........covevercimrnierevesrseescersniessessssnens
Operating INCOME .....cc.couucmmmrccrn et
Non-operating REVENUES..........occvimiiiiicriee s
Gain on asset diSPOSAL........cvvvrvieiiriereeiecee ettt aeae
OLhET INCOME ..covnnteeiteet ettt sttt ettt st e
Sub-total
Non-operating Expenses
Loss on foreign eXChange .......ccocomerece et sesessieseesesennnne
Loss on asset diSposal ...
OthET EXPEISES......cvirirececreiee ettt cect ettt
SUDTOLA] ...vcericircerc et s e b
Income from CONtINUING........c.ccoivirrrerrereccri e e e eacn e
Operations before Income Taxes..
Income taxes (NOIES 2, 16) oot b s
Net income after taxes

Earnings per share (Notes 2,17) ... ccvcicennn e

The accompanying notes are an integral part of these financial statements.
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Years ended December 31,

1999 1998
NTS NTS
(in thousands)
1,394,889 1,505,369
17,595,236 16,740,674
2,448,076 2,553,517
12,363,521 6,555,908
7,028,468 6,358,082
384,423 233,562
99,078 94,313
4,852 9,168
1,056,330 —
367,935 358,570
1,480,793 1,541,098
44,223,601 35,950,261
(86,679) (90,726)
(8,445,019) (9,065,370)
(1,614,972) (1,677,168)
(17,348.258) (10,795,207)
(7.994,304) (7,093,219)
(757,145) (667,560)
(156,443) (99,078)
(132,660) (67,202)
— (12,294)
— (24,512)
(1,476,548) (816,604)
(38,012,028) (30,408,940)
6,211,573 5,541,321
(2,867,570) (2,577,829)
(570,360) (483,338)
2,773,643 2,480,154
29 842
437,056 52,149
437,085 52,991
(69,607) (7,238)
419) 4.717)
(34,090) (788,912)
(104,116) (800,867)
3,106,612 1,732,278
(505,000) (390,000)
2,601,612 1,342,278
$1.51 $0.79
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FUBON INSURANCE CO., LTD.

STATEMENTS OF CASH FLOWS
DECEMBER 31, 1999 and 1998

Cash Flows from Operating Activities
Net Income for the Year ...
Adjustment

Lossonbad debt ...
Depreciation expenses................
Provision for reserve for operations. ..o ierenas
Uneamed premiums reserve release ..........
Valuation gain on short-term investments.
Special reserve release............ccoconiee
IBNR reserve release
Gain on disposal of long-term investments.................c..c...co...
Valuation loss on short-term investments . .
Loss on disposal 0f @SSets. ........coo.oooivivriiiieeet e
Gain on disposal Of ASSES ......c.ovvivvvrirrererircirieiriernn
Gain on disposal of real estate .
Loss on disposal of real estate
Unrealized gain in Jong-term equity investments ...
Notes receivables (increase) decrease ...................
Tax receivables.. ..o .
Accrued income (increase) decrease...............ccccocevriereirrnrnnn.
Premiums receivables (increase) decrease ...
Reinsurance recovery receivables (increase ) decrease...
Due from other insurers (increase) decrease.............
Other receivables ( increase) decrease....
Prepayments (increase) decrease ..............cccc..c.....
Deferred tax assets-current (increase) decrease.... .
Deferred tax assets-noncurrent (increase) decrease.................
Overdue receivables (increase) decrease............c.oocooooiereen.
Notes payable increase (decrease)..........
Accrued expenses increase (decrease)
Accrued tax increase (decrease).......
Commission payable increase (decrease)..........
Indemnity payments payable increase (decrease).....
Reinsurance indemnity payable increase (decrease)...............
Other payable increase (decrease) .............c.oooovveoiiiccieeiseennns
Advance receipts increase (decrease)..
Accrued pension liability
Provision of unpaid claim reserve for reported claim increase
Deferred income tax liability-noncurrent increase (decrease)

Net Cash Provided by {Used in) Operating Activities .......................
Cash Flows from Investment Activities .............cccoeoivniiciirrcnnns

Short-term investments (increase) decrease...
Mortgage (increase) decrease. ............cocoovevcrevicerioriieins e
Proceeds from disposal of long-term investments.................
Acquisition of long-term investments
Disposal of fixed @ssets ..........cccoviiiiieioiicecer e
Acquisition of fixed aSSELS ...........ccovvirieionirnieier e
Deferred charges (increase) decrease ..
Acquisition of non-operating assets..........
Guarantee deposits paid (increase) decrease...........c....cccocoue...
Provision for reinsurance liability reserve (increase) decrease

Net Cash Used in Investing ACtiVIties.............cocooiireiiiiniccc e,

[NYC] 343358.4

Years ended December 31,

1999 1998
NTS NT$
(In thousands)

2,601,612 1,342,278
194,107 13,386
141,243 138,779

8,907,893 7,859,857

(7,028,468) (6,358,082)

(361,721) -

(384,423) (233,562)
(99,078) (94,313)

(1,046,542) -

- 770,344
418 4,717
(29) (842)
(70,206) (105,751)
- 24512
(9,787) 12,294
(138,605) (5,560)
- 60,429
128,490 (44,000)
579,942 (527,891)
(6,052,622) 857,532
159,966 (175,113)
131,354 (348,891)
101,964 (107,582)
27,971 (39,669)
(40.277) -
(61,395) 3,135
- (18,671)
88,593 (48,014)
59,415 26,369
(23,316) (10,372)

5,913,999 (786,813)
153,820 31,316

(572,393) (88,149)

(1,018,401) 876,642
- (12,309)

273,227 364,320
(2,355) (4,047)
2,554,396 3,376,279
(2,377,352) (3,234,294)
(80,000) -
1,355,539 1,004,344
(1,279,762) (4,828,760)
688 3,896
(106,304) (143,859)
3,005 (6,221)
(16,638) (6,921)
(229,361) (647,413)
4,588 6,458
(2.725,597) (7,852,770

The accompanying notes are an integral part of these financial statements.
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The accompanying notes are an integral part of these financial statements.
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FUBON INSURANCE CO., LTD.

STATEMENTS OF CASH FLOWS (Continued)
DECEMBER 31, 1999 and 1998

Year ended Dec. 31,

1999 1998

NTS NTS

(in thousands)
Cash Flows from Financing Activities

Notes issued under repurchase agreement increase (decrease)..... (442,416) 49,590
Provision for other liability reserve increase (decrease)............... (86,638) (41,635)
Provision for special reserve increase (decrease) 21,120 . (21,120).
Received from liability reserve increase (decrease) ............cceuene 53,480 (40,651)
Received from guarantee deposit increase (decrease)................... (252) 13,242
Receivable from reinsurance liability reserve increase (decrease) (258,149) (73,015)
Issued cash dividend...........ooooviemmniiiineccn e (783,607) -
Increasing capital by cash ... - 5,137,657
Net cash provided by financing activities.............. (1,496,462) 5,024,068
Increase (decrease) in cash and cash equivalents.......c.cocccccevrnnrieircnnn. (1,667,663) 547,577
Cash and cash equivalents at the beginning of year..........cccouveivenrvnes 14,826,538 14,278,961
Cash and cash equivalents at the end of year ... 13,158,875 14,826,538
Supplemental Disclosure of Cash Flows Information ..o
Interest paid (excluding capitalized interest) 86,679 90,982
INCOME taX PAId.....c.ccvvreiereirir et 460,247 419,657

The accompanying notes are an integral part of these financial statements.
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FUBON INSURANCE CO., LTD.

NOTES TO FINANCIAL STATEMENTS
(Expressed in New Taiwan dollars unless otherwise stated)

1. ORGANIZATION OF BUSINESS

Fubon Insurance Co., Ltd. (the “Company”) was incorporated on April 17, 1961 in Taiwan,
pursuant to the provision of the Company Law (the “Company Law”) of the Republic of China
(“ROC™). The Company primarily engages in the business of property and casualty insurance.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(1) Cash and Cash Equivalents

Cash equivalents are all highly liquid instruments, such as treasury bills, commercial paper and
bank acceptance purchases with a maturity period of three months or less, and other highly liquid
investments with insignificant interest rate risk.

2) Short-Term Investments

Marketable equity securities are recorded at cost when acquired and stated at the lower of cost or
market value on the balance sheet date. Stock dividends are treated as an increase in the number
of shares. The cost of marketable equity securities sold is determined by the weighted-average
cost method.

Investment fund certificates are recorded at cost when acquired and stated at the lower of cost or
market value on the balance sheet date. The cost of investment fund certificates sold is
determined by the weighted-average cost method.

Short-term notes are recorded at cost when acquired and stated at the lower of cost or market
value on the balance sheet date, if the market value is available. The cost of these notes, interest
income, and gain or loss either due to maturity or resulting from the sale of notes are determined
by the specific identification method.

Bonds and convertible bonds are recorded at cost when acquired and stated at the lower of cost or
market value on the balance sheet date. The cost of these bonds sold is determined by the specific
identification method.

(3) Allowance for Bad and Doubtful Debts

Allowance for bad and doubtful debts on notes receivables, premiums receivables, accounts
overdue and other receivables is determined based on the aging of outstanding balances of such
accounts and the past experience of the Company.

(4) Bonds Attached With Repurchase or Resale

The bonds with repurchase or resale option whose attributes of risk and reward are judged by
their real transactions. It will be considered as the financing action, if the reward or risk is
attributed to seller side, while it will be considered as trading action if the reverse is the case.
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FUBON INSURANCE CO., LTD.

NOTES TO FINANCIAL STATEMENTS (Continued)
(Expressed in New Taiwan dollars unless otherwise stated)

If a transaction under resale agreement meets the financing criterion, such deals should be
recorded at trading price on trading date, and listed under the item as assets. While the resale of
the security should be viewed as assets in cash, the difference should be considered as interest
income,

If a transaction under repurchase agreement meets the financing criterion, the deal should be
recorded at trading price on trading date, and listed under the item as liabilities. While the
repurchase of the security should be viewed as liabilities pay off, the difference should be
considered as interest expenses.

(5) Long-Term Investments

Investments in (i) listed shares which the Company’s board of directors resolves to hold for more
than one year or (ii) unlisted shares are recorded as long-term equity investments. If an equity
investment in listed shares is less than 20% of the investee’s common stock and the Company’s
management does not exercise significant influence over such investee, this equity investment is
stated at the lower of cost or market value, and any provision for diminution in value is treated as
unrealized loss and is accounted as an adjustment to stockholders’ equity. If an equity investment
in unlisted shares is less than 20% of the investee’s common stock and the Company’s
management does not exercise significant influence over such investee, such investment is stated
at cost, and any provision for a permanent diminution in value is treated as a non-operating loss
of the period and the investment is reported at cost less provision. Stock dividends are accounted
as an increase in the number of shares held.

If an equity investment is more than 20% of the investee’s common stock and the Company’s
management exercises significant influence over such investee, this equity investment is
accounted for using the equity method. Under the equity method, if the difference between
investment cost and underlying equity in net assets comes from discrepancies between the book
value of assets and their fair market values, then an investor company shall offset all unamortized
differences when conditions making such over - or under-valuation are no longer present. If the
source of the difference between the investment cost and underlying equity in net assets cannot
be identified, such difference shall be amortized for a period between 5 and 20 years.

If the investee company issues new shares and original shareholders do not purchase new shares
proportionately, then the investment percentage, and therefore, the equity in net assets for the
investment will be changed. Such difference shall be used to adjust the additional paid-in capital
and the long-term investment accounts. If the adjustment stated above is to debit the additional
paid-in capital account and the book balance of additional paid-in capital from long-term
investments is not enough to be offset, then the difference shall be debited to the retained
earnings account.

The cost of investments sold is determined by the weighted-average cost method.
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FUBON INSURANCE CO., LTD.

NOTES TO FINANCIAL STATEMENTS (Continued)
(Expressed in New Taiwan dollars unless otherwise stated)

(6) Investments in Real Estate

Investments in real estate are stated at cost when acquired. The cost of an investment in real estate
and its corresponding revaluation surplus and accumulated depreciation are written off upon
retirement or disposal. The gain or loss resulting from disposal of an investment in real estate is
classified as an operating gain or loss.

Depreciation is calculated by the straight-line method based on the “Estimated Useful Life of
Fixed Assets Table” published by the Executive Yuan of the Republic of China (“ROC”™)
government (the “Government”). After the end of its estimated useful life, if a depreciable real
estate is still in use, depreciation is determined according to its newly estimated remaining useful
life.

(7) Fixed Assets

Fixed assets are recorded at cost when acquired. Material improvements, additions and renewals
which can extend an asset’s economic useful life or increase its value are capitalized when
incurred, while expenditures related to regular maintenance and repair are expensed in the profit
and loss account.

The cost of a fixed asset and its corresponding revaluation surplus and accumulated depreciation
are written off upon retirement or disposal. The gain or loss resulting from such a disposal is
recorded as a non-operating gain or loss. The gain (after tax) from such a disposal is transferred to
the capital surplus account in the year when it arises.

Fixed assets are depreciated in accordance with the straight-line method under the “Estimated
Useful Life of Fixed Assets Table” published by the Executive Yuan of the Government. After
the end of its estimated useful life, if a depreciable asset is still in use, depreciation is determined
according to its newly estimated remaining useful life.

(8) Deferred Charges

Deferred charges of the Company are stated at cost and amortized over three years in accordance
with the straight-line method.

9 Insurance Premium Revenues and Expenses

The gross premiums of direct insurance are recognized as revenues when the policy is issued. In
general, reinsurance premiums assumed and reinsurance commission expenses are recognized
upon assumption of reinsurance, and claim expenses for assumed reinsurance policies are
recognized when being notified to make such claim payments, and at the end of each quarter,
adjustments to such recognition are made based on past experience. Other underwriting expenses
are estimated and recorded at the end of each quarter.

F-44

INYC] 343358.4




FUBON INSURANCE CO., LTD.

NOTES TO FINANCIAL STATEMENTS (Continued)
(Expressed in New Taiwan dollars unless otherwise stated)

(10)  Pension Plan (and its Reserve)

In April 1998, the Company has adopted the new pension plan due to the application of labor law
standards, which applied to all employees.

The Company set up its Labor Pension Fund Committee and Pension Policy in 1988. Pursuant to
the Regulations Governing Labor Pension Reserves and Management Acts of the ROC, the
Company contributes 8.0% of total salaries and wages per month for the pension reserve and
deposits these funds in an independent bank account. Since 1995, the Company has followed the
requirements prescribed in the Statement of Financial Accounting Standards No. 18, entitled
“Accounting for Pensions”. Based on an actuarial report, only the minimum pension liability was
required to be recognized and disclosed in 1995. In addition, net periodic pension costs are
valued on an actuarial basis, and the funding status of the pension fund has been disclosed since
1996.

(11)  Foreign Currency Transactions and Accounts

The Company records all transactions in New Taiwan dollars. In accordance with the Statement
of Financial Accounting Standards No. 14, entitled “Accounting for Foreign Currency
Transactions”, all foreign currency transactions (except forward contracts) are recorded in New
Taiwan dollars using the spot rate on the transaction date. All assets and liabilities stated in
foreign currencies are translated into New Taiwan dollars at the exchange rate on the balance
sheet date. Any gain or loss resulting from the translation is recognized as a non-operating gain or
loss, except for long-term equity investments for which such a gain or loss is reported as
“Accumulated Translation Adjustments” in statements of changes in stockholders’ equity.

(12)  Estimated Income Tax

In 1995 the Company adopted the provisions of Statement of Financial Accounting Standards No.
22, “Accounting for Income Taxes,” for inter-period and intra-period tax allocations. Temporary
differences of pre-tax amounts that give rise to taxable amount in a future period are classified as
deferred tax liabilities, and temporary differences of pre-tax amounts that give rise to deductible
amounts are classified as deferred tax assets. Furthermore, the Company is required to reduce
deferred tax assets by a valuation allowance if some portion or all of the deferred tax assets will
not be realized. A deferred tax liability or asset should, according to the classification of its
related liability or asset, be classified as current or non-current. However, if a deferred tax
liability or asset can't be related to a liability or asset in the financial statements, then it should be
classified as current or non-current based on the expected length of time before it is settled or

recovered.

The 10% business income tax on the Company's undistributed retained earnings shall be accrued
as income tax based on the date of dividend declaration approved by the stockholders' meeting.
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FUBON INSURANCE CO., LTD.

NOTES TO FINANCIAL STATEMENTS (Continued)
(Expressed in New Taiwan dollars unless otherwise stated)

Prior year’s income tax adjustment, if it is a change in an accounting estimate, should be recorded
as an adjustment of current year’s income tax expense.

(13)  Capital Expenditure and Expenses

Expenditure is capitalized and amortized over its useful life if it involves a significant amount and
benefits future periods. Otherwise, it is expensed in the year of expenditure.
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FUBON INSURANCE CO., LTD.

NOTES TO FINANCIAL STATEMENTS (Continued)
(Expressed in New Taiwan dollars unless otherwise stated)

3. CHANGES IN ACCOUNTING PRINCIPLES AND THEIR EFFECTS: None

4. CASH AND CASH EQUIVALENTS

Cashonhand......ccccooveviiiicnnciiicnenn.
Cashin banks.....ccooveeeeiiniiincei i,
Time deposits....oceericeeerceieieeic e,
Transferable certificates of time deposits....
Foreign currency deposits.....c...ccocceniereennnn.
Cash equivalents (1) .....ccoervvcerininniiennenn,
Less: Guarantee deposits (2)..cc.ccceeeeernnnannn

(1) Cash equivalents are bank acceptances
months.

(2) Please refer to Note 19 for further details.

5. SHORT-TERM INVESTMENTS

Share certificates (ordinary shares) .............
Beneficiary certificates .........cccceeiviiecennnnn
Corporate bonds .......ccccovveveeerreeniniieceenne.
Short-term equity securities ...........cccovene..
Government bonds ..........ccceeieecrininiiennnn.
Financial debentures.........ccoceveveceviriccnnnene
Overseas INVEStMENLS ......ccvevveeeecerreenrnnenns
Sub-total.....cooovieeie
Less: Guarantee deposits ......c...coevvviiirennene
Allowance for valuation loss.........cccoeeenee.

December 31,

1999 1998
........ 3,773,942 8,840,633
........ 290,276,638 623,838,944
........ 5,377,483,000 4,732,950,000
...... 4,145,000,000 6,629,119,198
........ 516,930,452 460,692,301
........ 2,831,093,866 2,371,096,871
........ (5,683,000) —
........ 13,158,874,898 14,826,537,947
........ 4.85% -5.95% 4.8%-7.25%

and commercial paper, which can be cashed within three

December 31,

1999 1998
............ 7,346,413,214 4,895,488,900
............ 2,642,660,583 2,735,072,314
............ 1,023,638,724 1,673,030,990
............ 1,303,201,417 1,136,026,245
............ 5,158,022,410 3,759,555,489
............ 337,009,304 239,547,501
............ 992,668,385 1,735,381,746
............ 18,803,614,037 16,174,103,185
............ (2,693,976,102) (2,441,817,461)
............ (408,623,494) (770,344,485)
............ 15,701,014,441 12,961,941,239

(1) Please refer to Note 19 for further details.
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FUBON INSURANCE CO., LTD.

NOTES TO FINANCIAL STATEMENTS (Continued)
(Expressed in New Taiwan dollars unless otherwise stated)

6. NOTES AND PREMIUMS RECEIVABLES—NET

(1) Notes Receivables

December 31,
1999 1998
Notes receivables ...ciiiivecnereecennnnn, 1,226,962,708 1,088,357,564
Less: Allowance for bad and doubtful (43,234,722) (11,053,978)
debts oo
NEtuieieerrreceeeeeeeeesrenns 1,183,727,986 1,077,303,586

(2) Premiums Receivables
December 31,

1999 1998
Premiums receivables..........ccccoueennenn. 1,691,679,978 2,271,692,379
Less: Allowance for bad and doubtful (29,576,457) (20,590,969)
AEDES oot
|3 [ SR 1,662,103,521 2,251,101,410

7. REINSURANCE RECOVERY RECEIVABLES

Reinsurance recovery receivables claims for which, when the reinsurance loss is incurred, the
Company can receive from other reinsurance company according to the ratio of reinsurance.

8. MORTGAGE LOANS—NET

Mortgage loans as of December 31, 1999 and 1998 are summarized below:

December 31,
1999 1998
Mortgage 10ans.......ccoceveveniieneniincecen, 164,000,000 84,000,000
Less: Allowance for bad and doubtful debts..... (14,694,970) (10,340,000)
B[S SR 149,305,030 73,660,000

The loan interest rates were 5%-9.25% and 9.25% as of December 31, 1999 and 1998.
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9. LONG-TERM INVESTMENTS

(1)

Equity

Investee

A. Under the equity method:
1. Fubon Venture Capital Corp. .......ccooovvniiernciiceericeenane
B. Under the cost method:

1. Central Reinsurance Corp
2. WK Technology Fund
3. Taiwan Aerospace Corp
4. China Trust Venture Capital
5. Quanta Display Inc
6. Ji-haw Industrial Co., Ltd
7. Chunghwa Picture Tubes, Ltd
8. Arco Communication Co., Ltd....
9. China Alliance Venture Fund
10. Win Win Venture Capital Co., Ltd...

11. Pacific Cellular Corp. .....occcrmmecirimenencremnisiineee
12. Teng Feng Venture Capital Investment Corp. .........cocevveene

13. Kuo Chiao Venture Capital Investment Corp. ......

14. Preferred Stock of Texas Instrument Acer Inc. ..

15. TECO Electric & Machinery Co., Ltd
16. Sampo Corporation
17. Sharp CB 11l
18. ChinFu Co., Ltd. .ocovvriiiieereeceee,
19. Hsin Yu Energy Development Co., Ltd ..
20. A-Trend Technology Co., Ltd. ..............
21. FAT Venture Capital Co., Ltd. ....

22. Jen Hsin Securities Co., Ltd. ....ccccocvveiriiiiceceecceeeve

23. Primus Technology Fund
24.Yi Hua Venture Capital Investment Corp. .....
25. Global Synthetic Securities Co., Ltd. ............
26. Taiwan High Speed Rail Co., Ltd
27. Fubon Commercial Bank Co., Ltd
28. Fubon Securities Co., Ltd
29. Chin Tau Electronic Co., Ltd
30. Tai Mao Development Co., Ltd....
31. Kuoyang Const. Co., Ltd
32. Master Link Security investment Trust Enterprise.
33. Pacific Venture Capital Co., Ltd
34. Hann Star Display Corp

35. Preferred Stock of Texas Instrument Acer Inc ...

36. Acer Display Technology Inc
Sub-total
Prepayment for long-term investment

Allowance for long —term equity investments loss ..

[NYC] 343358.4
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December 31,
1999 1998
99,910,400 90,342,437
4,999,500 3,333,000
74,750,000 74,750,000
65,528,150 65,528,150
100,000,000 100,000,000
75,000,000 -
15,000,000 -
9,434,000 -
9,250,000 -
120,000,000 100,000,000
69,680,000 69,680,000
541,675,630 624,442,500
50,000,000 50,000,000
60,000,000 60,000,000
- 200,000,000
663,274,643 663,274,643
21,564,410 21,564,410
30,000,000 30,000,000
456,858,693 456,858,693
60,000,000 -
347,666,666 347,666,666
50,000,000 50,000,000
15,000,000 15,000,000
54,000,000 30,000,000
30,000,000 30,000,000
451,035,000 451,035,000
925,000,000 625,000,000
537,231,826 426,340,173
1,196,222,701 1,114,490,949
85,000,000 85,000,000
50,400,000 50,400,000
398,239,200 737,480,000
57,000,000 57,000,000
25,000,000 25,000,000
69,972,000 -
31,104,000 -
130,000,000 —
6,979,796,819 6,654,186,621
900,000,000 300,000,000
~ (1,013,901,863) {(1.290,783,987)
$6,865,894,956 $5,663,402,634
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A. The Company recognized investment revenue $9,784,000 and investment loss $1,725,000 as of
December 31, 1999 and 1998 for long-term investment in equity securities under the equity
method. The investment revenue or loss was based on the investee company’s CPA audited
financial statements.

B. Except for the investment in Fubon Venture Capital Corp., the Company invested in less than
20% of the outstanding voting stock in each of the above companies. The equity method is
adopted for the investments in Fubon Venture Capital Corp., in which the Company holds more
than 20% of the investee’s voting shares. The cost method is used for all other long-term
investments.

C. The Company invested in TECO Electric & Machinery Co., Ltd., Chin Fu Co., Ltd., Sampo Corp.,
Fubon Commercial Bank Co., Ltd., Fubon Securities Co., Ltd. and Kuoyang Const. Co., Ltd.,,
which are intended to be held for long period of time and are approved by the board of directors.
These investments are recorded as long-term investments.

D. The Company sold 5,000,000 shares of Pacific Cellular Corp. on March 1999 to Fubon Life
Assurance Co., Ltd. The proceeds from sale of this investment were $225,000,000 and gain on
disposal of this investment was $174,330,000.

E. The Company sold 18,550,000 shares of Pacific Cellular Corp. on May 20, 1999 to Daiwa
Singapore Ltd., Nippon Investment Financial Co., Ltd. and NIF Taiwan Venture Limited, which
were approved by the board of directors. The proceeds from sale of this investment were
$1,060,900,000 and gain on disposal of this investment was $872,220,000.

F. The Company invested $800,000,000 in Taiwan Fixed Network Co., Ltd. And $100,000,000 in

Sinostar Venture Capital Co., Ltd., which companies' registrations are in process at the end of
December 31, 1999. The investments are recorded as a prepayment for long-term investment.
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(2) Real Estate Investments

December 31, 1999

Revaluation Accumulated )
Cost Surplus Depreciation Net Value
Land....ocooeveeeiiiicee e, 3,281,358,200 18,330,870 - 3,299,689,070
Buildings.......coccooeeveiiieeeeeninene, 2,715,242,493 - (292,712,754)  2,422,529,739
Sub-total.......eoveivieerieiniinen, 5,996,600,693 18,330,870 (292,712,754)  5,722,218,809
Prepayment for land................... 97,273,189 — - 97,273,189
Total.....cvveeiiieeeeeeceee e 6,093,873,882 18,330,870 (292,712,754)  5,819,491,998
December 31, 1998
Revaluation Accumulated
Cost Surplus Depreciation Net Value
Land......coveeeciiiecree e, 3,227,306,676 18,330,870 - 3,245,637,546
Buildings......oovovereievrieveeeriennnes 2,677,776,872 - (235,708,247)  2,442,068,625
Total...ooveeeieeccie e, 5,905,083,548 18,330,870 (235,708,247)  5,687,706,171
A. Depreciable assets and land were revalued on December 31, 1976. Total revaluation surplus is
$31,360,000, $22,100,000 after deducting tax is recorded as capital surplus. $21,000,000 of such
assets revaluation surplus has been transferred to capital stock as of Dec. 31, 1999.
B. As of December 31, 1999, the total rental income for the next five years is summarized as follows:
Amounts
Years (in thousands)
January 1, 2000— December 31, 2000.......ccccooovirriieeerniirrccree e 271,072
January 1, 2001— December 31, 2001 ......cccoovrvieiiieienireececeee e 101,633
January 1, 2002— December 31, 2002......ccovrieoieiiiiieee e e e eereeens 17,567
January 1, 2003— December 31, 2003.....cccccivviiiiveirieee e e e e seeesie e 10,586
January 1, 2004— December 31, 2004........oveeveniecniniiinner e 440
Total 401,298
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10. FIXED ASSETS

Buildings........

Transportation equipment..........

Other equipment

Sub-total.....cccccvvereeennn.
Construction in progress............
Prepayment for equipment

Buildings.........

Transportation equipment..........

Other equipment

Sub-total ....ceeeeeeeeeenirann.

The Company insured fixed assets and real estate investments and paid premiums of $2,649,480,000 and

December 31, 1999

Accumulated

Cost Depreciation Net Value
600,549,646 — 600,549,646
1,074,790,890 (214,151,328) 860,639,562
77,502,541 (40,963,401) 36,539,140
357,991,701 (250,876,572) 107,115,129
2,110,834,778 (505,991,301) 1,604,843,477
35,430,590 - 35,430,590
49,070,000 49,070,000
2,195,335,368 (505,991,301) 1,689,344,067

December 31, 1998
Accumulated

Cost Depreciation Net Value

629,923,404 - 629,923,404

1,092,439,075 (186,316,959) 906,122,116

74,554,591 (30,845,794) 43,708,797

348,846,558 (210,090,296) 138,756,262

2,145,763,628 (427,253,049) 1,718,510,579

13,459,411 — 13,459,411

2,159,223,039 (427,253,049) 1,731,969,990

$2,555,800,000 as of December 31, 1999 and 1998, respectively.

11. OVERDUE RECEIVABLES

December 31,

1999 1998
Overdue receivables.........ccoceeeeivvveeeciiiie e ssrieee e 154,760,276 93,365,520
Less: Allowance for bad and doubtful debts.............. (154,760,276) (6,245,520)
TOtal. v 0 87,120,000
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12. RESERVE FOR OPERATIONS & LIABILITIES

December 31,
1999 1998
Unearned premium reServe.........cccoevvvvvveesreennneenns 7,907,665,932 7,028,467,732
Special reserve .....eeei i, . 5,441,143,827 5,047,301,652
Reserves for claims .....veeveeveiieorieeiieeieveieeeeeeeens 1,930,760,138 1,600,167,687
Other liability reserve.........cccocvievvveveiieecicieeeeeenn, 404,944,838 351,464,425
Sub-total .......ccooeeiireieeeeecee e, 15,684,514,735 14,027,401,496
Deferred income tax liabilities-non-current — 2,355,372
TOtal e iiens 15,684,514,735 14,029,756,868

Reserve for operations includes the following reserves:

(1) Unearned Premiums Reserve

A.

According to the Implementation Rules of Insurance Law, the unearned premiums
reserve is determined by multiplying total retained gross premiums for each
policy by a prescribed rate.

Pursuant to the memorandum, issued by the MOF on October 29, 1994 entitled
“Accounting Treatment of Mandatory Third-Party Liability Automobile
Insurance,” the provision for unearned premiums reserve in relation to mandatory
third-party liability motor insurance is determined by retained pure gross
premiums by prescribed rate as stated in the above mentioned memorandum.

(2) Special Reserve

The Company must provide provision for special reserve for each type of insurance policies
according to the Insurance Law. The related provision and release of special reserve are
expressed as follows:

A.

B.

[NYC] 343358.4

Provision of special reserve is determined by the reserve formula issued by the MOF.

If the actual claims and claims adjustment expenses for a particular type of insurance are
less than an amount determined by the MOF as the “expected” amount of claims and
claims adjustment expenses for such insurance, the Company must also provide 50% of
such difference as additional special reserve for such year.

If the actual claims and claims adjustment expenses exceed 150% of the “expected”
amount, the Company can release such difference from the special reserve.
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The total amount of special reserve of an insurance company for year-end and each type
of insurance at the end of any year may not exceed its net earned premiums for such year
from such type of insurance; any excess amount must be released from its reserves and
treated as income of the insurance company. An insurance company may set aside
additional special reserves with the approval of the MOF.

For compulsory car insurance policy, additional special reserve shall be provided
according to the regulations of the MOF as follows: any remaining amount of total
amount of retained earned pure premium, reinsurance commissions, incurred but not
reported claims (IBNR) reserve release and interest of prior year’s special reserve after
deducting total amount of retained loss incurred and provision of IBNR reserve shall be
provided as additional special reserve.

The provision for special reserve for compulsory car insurance must be kept in time
deposits. This special reserve can only be used to cover pure premium loss.

(3) Reserves for Claims

C.

D.

Reserves for claims are provided for according to the memoorandum “Insurance Industry
Provision of Reserve for Indemnity” issued by the MoF. Those provisions include:

Provision of unpaid claim reserve for reported claims is estimated by each insurance
company based on several factors, including historical information and circumstances
surrounding each claim for each type of insurance.

Provision of IBNR reserve is determined according to earned premiums for each type of
insurance in accordance with regulations issued by the MOF.

Each year’s provision of reserve for claims shall be released at the end of that year.

According to new regulations issued by the MOF in 1994, the base of computing the
provision of IBNR reserve of compulsory car insurance is net earned premium.

(4) Other Liability Reserve

According to the Implementation Memorandum of MOF, the other liability reserve is determined
by multiplying total fire payback premiums (based on an actuarial report) by a prescribed rate.

[NYC] 343358.4
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13. CAPITAL STOCK AND CAPITAL INCREMENT

(D

2

3)

4

As of December 31, 1999, the total authorized share capital value was $17,680,000,000;
paid-in share capital was $17,239,374,310 for 1,723,937,431 ordinary shares, with $10
par value per share.

On May 19, 1999, the stockholders approved an increase of share capital by issuing
156,721,584 shares out of retained earnings and capital surplus of $156,721,580 and
$1,410,494,260, respectively. The Securities and Futures Committee approved the
issuance in June 1999 and the change in paid-in share capital registration was completed.

On March 2, 1998, the stockholders approved an increase of share capital by issuing
449,691,626 shares (including capital increment from current period employees bonus)
out of retained earnings and capital surplus of $2,261,867,820 and $2,235,048,440,
respectively. The Securities and Futures Committee approved the issuance in June 1998
and the change in paid-in share capital registration was completed in August 1998.

On December 23, 1997, the stockholders approved an increase of capital to issue
80,000,000 shares for cash in the form of Global Depositary Shares. The issuance was
completed in April 1998, issued at U.S.$2.07 per share.

14. CAPITAL SURPLUS

The Company’s capital surplus details are as follows:

December 31,
1999 1998
Additional paid-in capital .......c...cccceenineennn. 10,183,538,945 11,594,033,205
Gains on disposal of fixed assets (after tax) 79,954,288 79,932,735
Assets revaluation surplus .....c.ccoceeeeeneennne, 1,103,946 1,103,946
TOtAL e 10,264,597,179 11,675,069,886

The above capital surplus can only be used to cover accumulated losses or issue stock dividends
and it cannot be used to distribute cash dividends. In the case of issuing stock dividends, the
following restrictions apply:

(M
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Stock dividends issued out of additional paid-in capital can only be made once a year. In
addition, a stock dividend must be distributed at least one year after the year in which the
additional paid-in capital arises. The amount of stock dividends issued must follow the

F-55




15.

FUBON INSURANCE CO., LTD.

NOTES TO FINANCIAL STATEMENTS (Continued)
(Expressed in New Taiwan dollars unless otherwise stated)

rules prescribed by the Securities and Futures Committee. The capital increment year is
based on the date approved by the Ministry of Economic Affairs.

2) Stock dividends issued out of the revaluation surplus cannot exceed 5% of the balance of
the revaluation surpius or 5% of the issued share capital. If the revaluation surplus is used
to cover accumulated losses, profits in subsequent years should be credited to the
revaluation surplus after statutory distributions until the amounts previously utilized have
been fully recovered.

RETAINED.EARNINGS

(1) Legal Reserve

Pursuant to the Company Law, 10% of the annual after-tax net income of each company must be
appropriated as legal reserve until the total amount of the legal reserve equals to paid-in share
capital. This legal reserve can only be used to cover deficits and not for cash dividends. However,
if the total accumulated legal reserve is greater than 50% of paid-in share capital, up to 50% of
such excess can be capitalized upon resolution of the stockholders.

2) Unassigned Retained Earnings

As stipulated in the Company’s Articles of Incorporation, the restrictions and sequences for
distributing annual net income are as follows:

(a) Covering previous deficits;

(b) Paying income tax;

(©) Appropriating 10% of the remaining net income as legal reserve;

d) Distributing dividends;

(e) Bonus to employees at 1% to 5% of the remaining net income; and

® Appropriation of any of the remainder of the retained earnings as proposed by the

board of directors and approved by the stockholders.
(3) Undistributed Retained Earnings

Pursuant to the Income Tax Law and Statute for Upgrading Industries, if the Company's
undistributed retained earnings (assessed by the tax authority) are up to 100% its paid-in share
capital, then the excess retained earnings should be distributed through cash dividend or stock
dividend during the next year after assessment by the tax authority. Otherwise, the retained
earnings will be distributed and levied by the tax authority to each shareholder on a proportional
basis according to the shares of each stockholder. If the limit is exceeded, the excess retained
earnings in each year shall be free from the restrictions stated above after having been levied a
10% income tax.
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(4) ROC Income Tax Law

According to the ROC Income Tax Law, it integrates the corporate income tax and the
shareholder dividend tax with the goal of eliminating the double taxation effect. The key feature
of such amendment is to assess a 10% undistributed retained earnings tax on a company’s
undistributed retained earnings. The undistributed retained earnings after assessment will not be
taxed any more.

16. ESTIMATED INCOME TAX

(1) Income tax expenses include the following:
December 31,
1999 1998
Tax based on INCOME.....ccoeveereeiiieeeieee e, 235,297,597 326,148,056
Tax on a separate basis.......ccccevvveerrreeviennieeneenennen, 118,022,872 146,749,008
Deferred income tax liabilities (benefits) .................. (14,661,880) (56,025,793)
Accrued income tax for previous year.............ccveeeeeenn. (4,658,589) 1,660,112
Income tax credit........coveevreeniiiiieerie e (1,000,000) (28,531,383).
10% additional income tax based on undistributed
CAITHIIIZS e cerrererrveessarereesrneresreeesnreeeeonnnersesasneessanns 172,000,000 -
Total Income tax EXPenses....cc..ovvverrrveeernrrrreesrennennnns, 505,000,000 390,000,000
(2) Deferred income tax liabilities and assets are as follows:
December 31,
1999 1998
A. Total deferred income tax asSets.......ccceeevevvvrreeerreirrenns. 60,951,444 52,067,557
Total deferred income tax liabilitieS .....c.cccevvvvevvveeeereannn, 8,975,475 14,753,468
B.  Components of deferred income taxes, liabilities and
assets resulting from temporary difference:
Deductible temporary difference from bad debt (209,681,841) (12,671,672)
JOSS ittt e e e,
Deductible temporary difference from unrealized (34,123,937) (194,326,193)
eXChange 0SS ..ooviveeeceierieiccee e,
Deductible temporary difference from recognition - (1,272,361)
of MaINtenance eXPenses......cccverreereerrieneesrersereeens.
Taxable temporary difference from recognition of 35,901,901 19,512,501
PENSION EXPENSES. .1eeveeeeereerieerneerereeesrresrnensresnsesaeas.
Taxable temporary difference from unrealized - 39,501,370
invested rEVENUE ......cceeceeerniieeineiriee e se e s e
C. Deferred income tax assets—CUrrent ......o.ccuevveerrrreeereeen.s, 11,698,902 49,544,804
Deferred income tax liabilities—current.............ccceeeveenn. - (9,875,343)
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December 31,

1999 1998

Net deferred income tax—CUITent ........cccooeeeeeeeeerncnnnenn. 11,698,902 39,669,461
D. Deferred income tax assets—non-current..........coceeeeerinens 49,252,542 2,522,753

Deferred income tax liabilities—non-current................... (8,975,475) (4,878,125)

Net deferred income tax—non-current ...........ccevevvvveeees. 40,277,067 (2,355,372)
(3) Adjustments between accrued income tax and income tax for the year ended December 31, 1999
and 1998 are as follows:

December 31,
1999 1998

ACCTUEA INCOIME LRX ..o ettt oo ee e e e 235,297,597 326,148,056
Deferred income tax expenses (revenue) on unrealized exchange gain/loss..............c......... 40,050,564 (62,279,288)
Deferred income tax expenses (revenue) on gain on equity investment .............ccccooeecrnee. - (100,922)
Deferred income tax expenses (revenue) on unrealized gain/loss on investment............... (9,875,342) 4,500,000
Deferred income tax expenses on recognition Of PENSION ... e 4,097,350 1,730,375
Deferred income tax expenses on recognition of miscellaneous ... - 162,917
Deferred income tax expenses on recognition of maintenance...............co.ooceeeeevireccienns 318,090 580,625
Deferred income tax expenses (revenue)on recognition of bad debts ... (49,252,542) (619,500)
TNCOME X CPEAIL........ooveieiiiiicie e ettt s (1,000,000) (28,531,383)
Tax 0N @ SEPATALE DASIS.......ccouiiiiii ettt 118,022,872 146,749,008
Adjustments on previous year’s income tax..............ccoeoeeres (4,658,589) 1,660,112
10% additional income tax based on undistributed eamnings . 172,000,000 —
Total INCOME tAX EXPEIISES. .. .....vvuieeeieres e caret et ititetes s s ess bbbt st es s et es s bbb ennas 505,000,000 390,000,000
(4) The Company uses the flow-through method to recognize income tax credits which is made

available by Statute for Upgrading Industries, Article 6. According to the regulations, the income
tax credits may be deducted from the income tax payable in the same year. This credit is limited
to 50% of the income tax payable in each year; however, this limit shall not apply to the last year.
Any excess income tax credit may be carried forward for up to four years. The details of unused

income tax credit is as follows:

Year Remaining Used Current year Unused
Credit Credit Credit Credit
1999 1,000,000 1,000,000
F-58
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(3) The Company's business income tax application has been assessed on 1996 by the tax authority.

(6) Shareholders' dividend withholdings tax:

1999 1998
Balance of shareholders' tax withheld account ..... 737,248,098 315,417,822
1999 (Estimate) 1998 (Actual)
Tax withholding rate ........cccoveeeieeiiinennen e, 19.36% (a)

(a) According to the No.11620 on Feb. 24,1975, released by the Ministry of Finance,

the Company can't distribute the retained earnings of 1998.

(7) The undistributed retained earnings:

Year December 31, 1999 December 31, 1998
Prior to 1997 ..., 482,014,100 1,422,343,604
After 1998 3,809,072,263 1,341,645,934
Total..coiiiieccee e 4,291,086,363 2,763,989,538
17. EARNINGS PER SHARE
December 31,
1999 1998
Net income after income tax (@) ......cocvevecreeerrerrereciereeereenne 2,601,612,475 1,342,277,520
Year-end outstanding number of shares .............ccccceenennee 1,723,937,431 1,567,215,847
Weighted average outstanding number of shares (b)......... 1,723,937,431 1,542,382,410
Adjusted weighted average outstanding number of 1,723,937,431 1,696,620,651
SHATES {C) evrrerrrereenereeererinaresiesteesense e bevesesnnssesasereannenneneseas
Earnings per share (2)/(b) ... 1.51 0.87
Adjusted earnings per share (a)/(b).......cccccormrcvcrrinencn. 1.51 0.79

The changes of the above weighted average outstanding number of shares are shown below:

December 31,
1999 1998
Shares, at the beginning of year........cccccceiverevrccneee 1,567,215,847 1,037,524,221
Capital increment out of retained earnings in 1999 .... 15,672,158 15,423,824
Capital increment out of capital surplus in 1999 ........ 141,049,426 138,814,417
Cash capital increment in 1998..........ccocoiviniiiines — 56,547,945
Capital increment out of retained earnings in 1998..... — 223,504,844
Capital increment out of capital surplus in 1998 ........ — 223,504,844

Capital increment out of employees bonus in 1998....
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18. RELATED PARTY TRANSACTIONS

(1) Related Parties

(1) Fubon Land Development Co,, Ltd .......c.cccoconeee. The company’s chairman is the company’s chairman

(2) Fu-An Leasing Co., Ltd. ..o Affiliate

(3) Fubon Commercial Bank Co., Ltd. .......ccoooveinnes Affiliate

(4) Fubon Investment Services Co., Ltd. .................... The company’s chairman is an immediate family member of the company’s chairman

(5) Fubon Securities Co., Ltd. ..o Affiliate

(6) Fubon Securities Investment Trust Co., Ltd. .......... The company’s chairman is the second immediate family member of the company’s
chairman

{(7) Tao YinCo., Ltd. .......c.oooeivriiicceeee Affiliate

(8 Ming Tong Co., Ltd. ................. Affiliate

(9) Fubon Life Assurance Co., Ltd. ..o The company’s chairman is the second immediate family member of the company’s
chairmman

(10) Fubon Securities Finance Co., Ltd. ..o Affiliate

(11) Fubon Bills Finance Co., Ltd. ..o Affiliate

(12) Fubon Direct Marketing Consulting Co., Ltd Affiliate

(13) Fubon Art Foundation ..........c.....ccoovververiennicins The company’s chairman is an immediate family member of the company’s chairman
(14) Chung Hsing Construction Co,, Ltd. .........cccocoeeee.. The company’s chairman is the company’s chairman

(15) Fubon Future Co., Ltd. ....ccoocoviviiiiiciciccea Affiliate

(16) Fubon Construction Management Co., Ltd. ........... The company’s chairman is the company’s chairman

(17) Fubon Technology Consulting Co., Ltd. ............... Affiliate
(18) Fubon Culture & Education Foundation................ Affiliate
(19) Fubon Charity Foundation .....................coco v Affiliate

2) Transactions with related parties

A. Premium Revenues (from related parties):

Name
(1) Fubon Land Development Co., Ltd.........ccceeen..nee.
(2) Fu-An Leasing Co., Ltd.....cc.coooeiiiiiieiiiieceenes
(3) Fubon Commercial Bank Co., Ltd. ........cocevnuivnneenns
(4) Fubon Investment Services Co., Ltd. ..o
(5) Fubon Securities Co., Ltd.....ccceovvevneeiiierenrens
(6) Fubon Securities Investment Trust Co., Ltd. ..........
(7 Tao Yin Co., Ltd. c.coveiinieiceeeee e
(8) Ming Tong Co., Ltd. .cecoevvvvieceieee e,
(9) Fubon Life Assurance Co., Ltd......c.ccooverrveveenennenn
(10y Fubon Securities Finance Co., Ltd.........cc.ccvee.eeee.
(14) Chung Hsing Construction Co., Ltd.........ccceune.ee.
(16) Fubon Construction Management Co., Ltd. ...........
[0 71 USSP U
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December 31, 1999

Direct Written Premiums

Premiums Receivables
602,105 19,185
12,847 1,872
133,787,870 1,381,926
15,336 1,278
3,973,206 511,133
205,068 -
231,522 -
355,707 1,470
2,369,021 534,973
225,249 51,694
1,512 -
5,498 -
141,784,941 2,503,531




Direct Written Premiums
Name Premiums Receivables
(1) Fubon Land Development Co,, Ltd.................... 285,720 99,553
(2) Fu-AnLeasing Co., Ltd. ....ccccevvrerveriieieienen, 2,451 -
(3) Fubon Commercial Bank Co., Ltd. .................... 38,588,016 3,283,955
(4) Fubon Investment Services Co., Ltd................... 5,822 1,136
(5) Fubon Securities Co., Ltd. .......cocceeevereererrennen, 4,024,280 472,387
(6) Fubon Securities Investment Trust Co., Ltd. ...... 219,508 57,038
(7) Tao YinCo, Ltd. oo, 15,540 -
(8) Ming Tong Co., Ltd....ccoovevviiieeeeceecie, 389,215 -
(9) Fubon Life Assurance Co., Ltd. .....cooecevennenen.... 1,837,651 472,880
(10) Fubon Securities Finance Co., Ltd. .................... 233,467 25,497
(14) Chung Hsing Construction Co., Ltd. .................. 678,183 -
Total 46,279,853 4,412 446
(B) Real estate rental income (from related parties)
December 31, 1999
Rental Guarantee
Name Income Percentage Deposits Percentage
(1) Fubon Land Development Co., Ltd. ............. 1,801,520 0.61% - -
(3) Fubon Commercial Bank Co., Ltd................ 69,356,048 23.30% 2,504,600 4.87%
(4) Fubon Investment Services Co., Ltd............. 716,240 0.24% - -
(5) Fubon Securities Co., Ltd. ...c.cocovvrenevnnen. 40,986,486 13.77% 4,860,396 9.63%
(6) Fubon Securities Investment Trust Co., Ltd. 8,569,695 2.88% 533,700 0.01%
(7) Tao Yin Co., Ltd...cccoorvivcivnrieeieniccreceneee 2,649,144 0.89% 400,000 0.78%
(8) Ming Tong Co., Ltd....c.ceeveervriricrecencrenne 2,649,144 0.89% 400,000 .78%
(9) Fubon Life Assurance Co., Ltd.......c........... 41,481,494 13.93% 7,484,818 4.55%
(10) Fubon Securities Finance Co., Ltd. .............. 331,143 0.11% 400,000 -
(11)  Fubon Bills Finance Co., Ltd. .......c........... 2,117,904 0.71% 123,304 0.24%
(12) Fubon Direct Marketing Consulting Co., Ltd. 7,100,480 2.38% 966,000 1.88%
(13) Fubon Art Foundation.........cc...coeoevuvrernnenennn. 358,575 0.12% — -
(15) Fubon Future Co., Ltd.....ccovvrvrrerev, 6,147,049 2.06% 948,000 1.84%
(17) Fubon Technology Consulting Co., Ltd........ 49,000 0.02% - -
(18) Fubon Culture & Education Foundation........ 147,620 0.05% - -
(19) Fubon Charity Foundation.............ccccceun.... 147,620 0.05% — -

FUBON INSURANCE CO., LTD.

NOTES TO FINANCIAL STATEMENTS (Continued)
(Expressed in New Taiwan dollars unless otherwise stated)

December 31, 1998
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Name

FUBON INSURANCE CO., LTD.

NOTES TO FINANCIAL STATEMENTS (Continued)
(Expressed in New Taiwan dollars unless otherwise stated)

December 31, 1998

Guarantee
Rental Income Percentage  Deposits Percentage
(1) Fubon Land Development Co., Ltd. ........... 2,605,716 1.03% 400,000 0.77%
(3) Fubon Commercial Bank Co., Ltd. ............ 61,281,308 24.24% 2,504,600 4.85%
(4) Fubon Investment Services Co., Ltd. ......... 810,288 0.32% 137,760 0.27%
(5) Fubon Securities Co., Ltd. .....ccocvevrverneenen. 42,835,784 16.94% 7,843,196 15.17%
(6) Fubon Securities Investment Trust Co., Ltd. 11,752,148 4.65% 2,014,420 3.90%
(7) Tao YinCo., Ltd. vooveerer i, 2,571,432 1.02% 400,000 0.77%
(8) Ming Tong Co., Ltd...cccenvcvieeniiiceennn, 2,571,432 1.02% 400,000 0.77%
(9) Fubon Life Assurance Co., Ltd. ................. 31,778,110 12.57% 5,290,818 10.24%
(11) Fubon Bills Finance Co., Ltd..........ccc.e.... 645,876 0.26% 123,304 0.24%
(12) Fubon Direct Marketing Consulting Co., 6,024,568 2.38%
Lid. 966,000 1.87%
(13) Fubon Art Foundation .........cccevvveenvcennnnee. 463,810 0.18% — -
(15) Fubon Futures Co., Ltd......ccccoorvrvecnennnnne. 2,560,475 1.01% 948,000 1.83%
Total .o 165,900,947 21,028,098

All of leases are operating leases, and there are no material differences from market prices.

C.

[NYC] 343358.4

Others

a.

The Company had deposits in Fubon Commercial Bank Co., Ltd. of about
$2,860,340,000 and $2,979,630,000 as of December 31, 1999 and 1998,

respectively.

The Company had a group insurance policy with Fubon Life Assurance Co., Ltd.
The insurance expenses were $10,170,000 and $7,690,000 as of December 31,

1999 and 1998, respectively.

The Company had a service contract with Fubon Securities Co., Ltd. to handle
share registry and underwriting of common stocks. The Company paid
$8,840,000 and $8,050,000 services fees and $16,700,000 and $16,110,000
underwriting fees to that company as of December 31, 1999 and 1998,
respectively.

The Company had a service contract with Fubon Investment Services Co., Ltd. to
provide consultation services and paid service fees of $3,750,000 as of December
31, 1999 and 1998.

The Company sold 5,000,000 shares of Pacific Cellular Corp. on March 1999 to
Fubon Life Assurance Co., Ltd. The proceeds from sale of this investment were
$225,000,000 and gain on disposal of this investment was $174,330,000.
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19. ASSETS PLEDGED

December 31,
1999 1998
Guarantee Deposits Paid
1. Guarantee treasury bill............... 2,693,976,102 2,441,871,461
2. Time depositS .......cveeeeevivreeeennnen. 5,683,000 -
Total.ueeeeeee e e 2,699,659,102 2,441.871,461
D The pledged assets mostly are the government treasury bilis deposited by the Company

)

with The Central Bank of China as insurance guarantee required by the Insurance Law.

The pledged assets are disclosed at their net carrying values.

20. OTHER IMPORTANT MATTERS AND CONTINGENT LIABILITIES

A.

[NYC] 343358.4

The Company had an insurance dispute with the Ju Jiang Construction Co., Ltd. in 1993
and had paid an indemnity of $49,240,000. This case is at the Supreme Court of appeal
and has not been resolved as of December 31,1999.

The Company had an insurance dispute with the Farmers Bank of China and was required
to pay an indemnity of $5,000,000. This case is at the Supreme Court of appeal and has
not been resolved as of December 31, 1999.

The Company had an insurance dispute with Taichung Business Bank and was required
to pay an indemnity of $18,000,000. Legal proceedings have been initiated and not been
resolved as of December 31, 1999.

The Company had an insurance dispute with Taipei Seventh Credit Cooperation and was
required to pay an indemnity of $11,140,000. This case needs to be investigated and was
declared judicially to go back to preparation procedure.

The Company had a dispute for exchanges of non-monetary assets with Ms. Yan-Jan
Wang. This case is at district court on trial as of December 31,1999. The actual exchange
square meters of floor assigned to Ms. Wang should wait for the final sentence of the
court.

The Company had an insurance dispute with the Jun Dun Co., and was required to pay an
indemnity of $2,000,000. Legal proceedings have been initiated and not been resolved as
of December 31, 1999.
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The Company had an insurance dispute with the Ja-Zu Enterprise Ltd., and was required
to pay an indemnity of $36,000,000. This case is at the district court of appeal and has
not been resolved as of December 31,1999.

The Company had accepted public accident insurance for Chu Long Corp., which had an
insurance dispute with the third party and was required to pay an indemnity of
$4,847,000. This case is at the district court of appeal and has not been resolved as of
December 31,1999.

The Company had an insurance dispute with Zo-Lian Country Farmers association and
was required to pay an indemnity of $3,806,000. This case is at the district court of
appeal and has not been resolved as of December 31,1999,

21. SERIOUS DAMAGES: None

22. SUBSEQUENT EVENTS: None

23. OTHER IMPORTANT EVENTS

For September 21, 1999 Taiwan powerful earthquake, the Company estimates that the amount of loss
incurred is about $5,600 million. Due to adequate reinsurance, the amount of the Company's retention is
about $80 million. The related indemnity has already been estimated and accrued as of December 31,1999,
so the powerful earthquake does not have a significant impact on the Company.

24. INFORMATION FOR INVESTMENT IN MAINLAND CHINA: None

25. PENSION RELATED INFORMATION

()
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(VLI ~ SIS I % B

Net periodic pension cost:

December 31,
1999 1998
(in thousands)

. SEIVICE COST ettt et v creerb b et cste st s b snr s e e e sensenas 43,232 57,636

 INTEIEST COSE ittt srebere st sv s e se e r e b essaseee 52,685 52,188

. Actual return on plan assels .......ovveerircieineree e 14,641 35,933

. Deferred pension gain and 10SS........cccoicriierenccnnneciiininns 25,159 400

. Projected return on plan @ssets ........ccocovevveeviveevcnircneeeecniecenenne (39,800) (36,333)
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December 31,

1999 1998

(in thousands)
6. Net aMOTtIZAION COSE .vvevirrireirieireerisiiesreierioreceeresaesesaeasseesesseees

a. Amortization of unrealized transition obligation (asset) .... 13,241 13,241

b. Amortization of prior service cost .......c.ccorvrvcnnrceiinens 1,308 981

7. Net periodic PENSION COSt......cvimiirerirerriie e, 0 87,713
F-65




FUBON INSURANCE CO., LTD.

NOTES TO FINANCIAL STATEMENTS (Continued)
(Expressed in New Taiwan dollars unless otherwise stated)

(2) Pension funded status:

December 31,

1999 1998
(in thousands)
1. Vested benefit obligation............ccceeceenreennne. (222,036) (233,893)
2. Non-vested benefit obligation.........cc............. (217,399) (213,415)
3. Accumulated benefit obligation.................... (439,435) (447,308)
4. Additional benefits based on future salaries... (279,124) (318,280)
5. Projected benefit obligation................ccueeee.... (718,559) (765,588)
6. Vested benefit.......ccoovceecceeniiiciieeeeer e, (472,840) (427,611)
7. Fair value of plan assets ........cccceeeevvvveenvennann, 547,509 531,845
8. Funded status = (5) + (7} ccevvivvrvecneeienerennee (171,050) (233,743)
9. Unrecognized transition obligation (asset)...... 185,380 198,621
10. Unrecognized prior Service Cost.........cceveneee. 23,865 25,173
11. Unrecognized gain and l0SS......cccovvveeenenennen. (2,293) 29,462
12. Additional liability ......ccccoovvneniieiircenen, — —
13. Accrued pension cost/prepaid pension cost
=(8)HNH10)HA1H(12) e, 35,902 19,513
(3) Actuarial assumptions
1. Discount Rate .........cccceviiviiiveniiccieeec e e, 6.5% 7.0%
2. Rate of increase in compensation ..........cccceeervvenne.. 6.5% 5.0%
3. Projected return on plan assets.........ccoeeeceerereennnn. 4.5% 7.0%

26. FINANCIAL PRODUCTS RELATED INFORMATION
H Financial derivatives related information: None
2) Non financial derivatives related information:

The book value of non-financial derivatives as of December 31, 1999 are the same as the
estimated fair market value. :

27. SEGMENT INFORMATION
8 Segment financial information by industry: Not applicable.
2) Geographic financial information: Not applicable.

3) Export sales information: the majority of gross premium is derived from domestic
business. Foreign revenues do not exceed 10% of total revenues.
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4 Disclosures of major customers: the Company has no customer from which it receives
more than 10% of its gross premiums.

28. RECLASSIFICATIONS

Certain amounts in the 1998 financial statements have been reclassified to conform to the 1999
presentation for comparison purposes. These reclassifications do not have a significant impact on
the financial statements.

Reference 1: Gross Premiums

December 31,

1999 1998
Direct Reinsurance Direct Reinsurance
Written Premiums Discount on Gross Written Premiums Discount on Gross
Premiums Assumed Premiums Premiums Premiums Assumed Premiums Premiums
(in thousands)

Motor: ...
Motor physical damages
insurance..... 3,103,341 249,329 170,198 3,182,472 3,581,197 239,857  (151,019) 3,670,035
Motor third party liability
INSUFANCE ......cevvenrverrccnierains 3,508,539 147,998 220,855 3,435,682 3,642,495 176,883  (188,169) 3,631,209
Motor compulsory third party
liability insurance................. 2,327,291 448,083 0 2,775,374 2,284,029 868,453 0 3,152,482
Motorcycle compulsory third
party liability insurance .......... 1,479,255 365,488 1,124 1,843,619 - - (] -
Fire: oo
Fire insurance ........coceevnn.ne, 835,977 61,838 23358 874,457 928,746 86,667 (44,456) 970,957
Long-term fire insurance ........ 635,011 0 5,051 629,960 501,295 0 (10,308) 490,987
Long -term fire savings
IMSUTANCE ..vvovvieeirecernreeaes s 170,109 0 0 170,109 147,802 0 1} 147,802
Fire & allied perils insurance 1,098,106 108,543 16,347 1,190,302 1,191,559 63,534 (20,050) 1,235,043
Shop comprehensive insurance 33,095 0 482 32,613 35,616 0 (661) 34,955
Maring cargo: ...c..oceverrennrnian,
Marine cargo insurance ......... 813,289 85,223 0 898,512 859,246 96,598 0 955,845
Casualty:........coocoeeee. .
Engineering insurance . 899,119 33,597 0 932,716 982,827 29,054 .0 1,011,881
Performance bond insurance .. 73,223 1,627 0 74 850 58,326 4,365 0 62,691
Other property insurance ........ 132,519 2,702 0 135,221 119,572 7,769 0 127,341
Liability insurance ................. 749,808 37212 0 787,020 638,059 29,577 0 667,636
Consumer’s loan credit
insurance. 181,964 0 0 181,964 135,103 0 0 135,103
Other:.....
Marine hull insurance ............. 71,988 1,705 0 73,693 79,997 4,084 0 84,081
Fishing vessels insurance , 227,511 36,466 - 263,977 225,037 40,361 0 265,398
Aviation insurance .... 84,883 10,115 0 94,998 71,030 7.673 0 78,702
Nuclear insurance 0 17,697 0 17,697 0 18,526 0 18,526

Total...ococcieeee 16,425,028 1,607,623 437415 17,595,236 15,481,936 1,673,401  (414,663) 16,740,674
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Motor:

Motor physical damages
INSUFANCE ..o vecerenecrircrerie
Motor third party liability
INSUFANCE ..o
Motor compulsory third party
liability insurance..................
Motorcycle compulsory third
party liability insurance ..........
Fire: ..
Fire insurance ..o
Long-term fire insurance ........
Long —term fire savings
insurance....
Fire & allied perils insurance.
Shop comprehensive insurance

Engineering insurance. ............
Performance bond insurance ..
Other property insurance.........
Liability insurance..................
Consumer’s loan credit
INSUFANCE ..o e
Other:........
Marine hull insurance ............
Fishing vessels insurance......
Aviation inSurance ................
Nuclear insurance........c...........
Sub—total ..o
Provision for special reserve ..

[NYC] 343358 4
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Reference 2: Unearned Premiums Reserve

December 31,

1999 1998
Balance at Reserve Balance at Balance at Reserve Balance at
Beginning Provision Released the end Beginning Provision Released the end
(in thousands)
875,790 796,085 875,790 796,085 909,332 875,790 909,332 875,790
895,854 848,163 895,854 848,163 896,158 895,854 896,158 895,854
967,851 851,815 926,216 893,450 520,436 926,217 478,802 967,851
- 750,698 - 750,698 - - - -
150,352 110,168 150,352 110,168 176,216 150,352 176,216 150,352
3,138,357 3,323,126 3,138,357 3,323,126 3,014,929 3,138,357 3,014,929 3,138,357
443229 496,626 443,229 496,626 382,134 443229 382,134 443,229
76,166 104,633 76,166 104,633 25,482 76,166 25,482 76,166
12,940 12,016 12,940 12,016 12,477 12,940 12,477 12,940
112,321 108,614 112,321 108,614 103,012 112,321 103,012 112,321
109,259 176,984 109,259 176,984 126,568 109,259 126,568 109,259
9,165 12,865 9,165 12,865 17,060 9,164 17,060 9,164
12,735 9,675 12,735 9,675 6,871 12,735 6,871 12,735
188,968 238,025 188,968 238,025 147,718 188,968 147,718 188,968
11,983 2,922 11,983 2,922 1,883 11,983 1,883 11,983
16,041 15,039 16,041 15,039 14,473 16,041 14,473 16,041
44,896 43,983 44,896 43,983 35,899 44,896 35,899 44,896
3,663 5921 3,663 5,921 3,727 3,663 3,727 3,663
533 308 533 308 5,341 533 5,341 533
7,070,103 7,907,666 7,028,468 7,949,301 6,399,716 7,028,468 6,358,082 7,070,102
(41,635) (41,635) 41,635 (41,635)
7,028,468 7,907,666 7,028,468 7,907,666 6,399,716 7,028,468 6,399,717 7,028,467
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Reference 3: Interest income

December 31,
1999 1998

Interest income from bank accounts................ 347,468 364,452
Interest on loans ......ooeevvvevveeiivveeeeee e, 13,505 15,250
Interest on negotiable certificate deposits........ 258,038 412,598
Interest on government bonds ............ccceennee. 238,625 186,790
Interest on corporate bonds.........cocvverevecennnenn. 106,949 124,231
Commercial PAPer .....ccccveeerivrierercviereeeneee e 133,052 128,721
Bank acceptances ......cccveeeeerierceeieeneeeen e 7,830 17,034
Interest on reinSurance reserve........ooveernnen... 837 706
Financial debentures.......cccocovveevivieiveviviiiinienes 19,851 12,175
Notes issued under repurchase agreements...... 178,387 175,392
Interest on overseas investment...........ooovveveen, 69,690 62,628
Interest on treasury bill ... oeevieeiiiereeen. 12,807 —
(01 1 =5 PSR 7,850 5,392

TOtal oo 1,394,889 1,505,369

Reference 4: Gain on Real —Estate Investments

December 31,

1999 1998
Gain on sale of real estate investments............ 1,046,542 105,750
Real estate rental INCOME .....euvvvvvvveereereerrerrennes 9,788 252,820
TOtal e 1,056,330 358,570

Reference 5: Other Operating Income

December 31,
1999 1998
Gain on disposal of marketable securities........ 1,017,520 1,144,280
Cash dividends income.........ccoovvvivvcveeeecvenenn. 337,114 311,434
Gain on disposal of bills .......ccecvevrveerieeriiiennee 5,575 180
Gain on disposal of government bonds............ 12,489 41,193
Other realized gain from investment ............... 108,095 44,011
Total .o 1,480,793 1,541,098
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Reference 6: Other Operating Costs

December 31,

1999 1998

Loss on disposal of marketable Securities....................... 1,476,548 816,604

Reference 7: Marketing Expenses

December 31,
1999 1998
Bad debt eXpenses.........cccvirceiiieiieiincee e 194,107 13,386
Depreciation (for investment purpose ).........eeeeveeeenuneene 58,178 57,800
Other marketing eXpenses.......ccvvvuveeriieernuinrreroceereesonnes 2,615,285 2,506,642
TOtal..ocieiiceeecee e e 0 2,577,828

Reference 8: Administrative & General Expenses

December 31,
1999 1998
L1 o s IR 723 K T 42,292 48,551
DEPIeCiation......vvveeieeiieeeseieeete et raa e e e 83,065 80,979
Other administrative and general eXpenses..........ceecceeriveeenee 445,003 353,808
TOtal ..o e 0 483,338
Reference 9: Non-operating Revenues
December 31,
1999 1998
Gain on disposal of assets 29 842
Other income 437,056 52,149
Sub-total 0 52,991

Reference 10: Non-operating expenses

December 31,

1999 1998
Loss on foreign eXchange .........ccooveeeeeiiieciiieneeee e 69,607 7,238
Loss on disposal of ..o 419 4,717
Other EXPENSES ... .covceiicireeerieerte ettt ettt ecnr s e stbae e seee e 34,090 788,912
SUD-LOLAL ...ceeieeieiieeee et e 0 800,867

[NYC] 343358 .4




File No. 82-4768
Attachment (ii)B-1
ENGLISH SUMMARY OF ANNUAL REPORT 2000

Dear Shareholders:

In view of the impact of the —32% growth of the motorcycle compulsory insurance
market on Taiwan's property insurance market in 2000, the premium base of such
insurance was only NT$87,900,000,000, which reflects a mere growth of
NT$2,800,000,000, or 3.3%, from the NT$85,100,000,000 in 1999, and lower than the
national economic growth rate of 6.4%. '

Notwithstanding keen market competition, the premium base of Fubon property insurance
policies reached NT$17,100,000,000, which was an increase of NT$700,000,000 from the
NT$16,400,000,000 in 1999. Such growth rate of 4.3% is higher than the growth rate of
the entire market by 1%.

Since 1982, Fubon has been in a leading position in terms of market share for 19
consecutive years. Fubon, Ming Tai Property Insurance and Shinkong Property
Insurance, whose market shares are 19.5%, 9.3% and 6.9% respectively, ranked the top
three in the market.

The sales volume of the automobiles market in 2000 was 420,000, a negative growth for
the seventh year in arow. The sales volume of the motorcycle market was also at its
ten-year record low, 767,000. Due to the poor automobile and motorcycle market and
the —32% growth in motorcycle compulsory insurance, the premium base of automobile
insurance policies was NT$9,813,000,000, reflecting a —5.7% growth from the
NT$10,400,000,000 for the same period of the previous year. Such amount,
NT$9,813,000,000, occupied 57.5% of the premium base of all policies of the company
and 19.47% of the market.

Due to the limited growth in the "amount" of automobile insurance policies in recent
years, focus will be placed on the improvement of the "quality" of automobile insurance
operation through the following measures, with a view to enlarging the gap with the risk

of market loss:

1. Adjust business structure by increasing the proportion of business of good quality,
e.g., raise the ratio of liability insurance to insurance against automobile damage




2.

Adjust business structure by decreasing the proportion of business of poor quality,
e.g., lower the ratio of type A insurance against automobile damage

Develop new products and improve the distinctiveness of products in order to avoid

malicious competition

Strengthen policy renewal service and raise the renewal rate in order to cut down on

the cost of solicitation

Extend convenience to customers by e-commerce service with regard to buying

insurance and making payment, in order to reduce operating cost
Continue to promote "the best practice of granting automobile insurance claims"

Extend on-the-scene service hours with regard to automobile insurance claims to 24
hours, in order to improve customer satisfaction. Claims personnel or contracted
companies will be on the scene of the incident to assist the insured in handling the
traffic accident, to provide "round-the-clock Fubon care" to the insured.

The loss ratio of automobile insurance in 2000 was 55.5%, thanks to the

improvement in business structure, strict quality control etc.

Year 2000 saw a substantial growth in the amount of private investment (17%) as well
as import and export (27% and 22% respectively). The company also enjoyed
remarkable growth in its fire insurance business, since people have become more
willing to take out insurance and the rate has been maintained due to the Sept. 21
earthquake. In 2000, the premium base of fire insurance policies totaled
NT$3,277,000,000. A rise from the NT$2,770,000,000 in 1999, such amount
reflected a growth of 18.2% and covered 19.2% of the premium base of all of the
company's policies and 19.6% of the market.

The loss ratio of fire insurance in 2000 was 54.3%, thanks to the policy of
"strengthening the selection of business activities to control high loss ratio" to

enhance business quality.

In response to the acute competition of the fire insurance market, Fubon devised the




following business strategies with a view to generating long-term insurance profit in
“the long run: "actively develop new products,” "continue to upgrade the quality of
insurance service," "restructure the business system to lower the ratio of business of

poor quality," and "control operating costs effectively.”

Due to the rapid growth in import and export in 2000, the premium base of marine
insurance policies was NT$890,000,000. A rise of the NT$810,000,000 in 1999,
such amount reflected a 9.5% growth and accounted for 5.2% of the premium base of
all of the company's policies and 20.1% of the market.

With the rise in the unit price of high-tech insurance, the amount of indemnity for loss
per case has been elevating rapidly in recent years. In order to ensure sound
operation, not only did the company try to reinforce customer education with respect
to the risk of loss, but its actuary department also increased the reserve by modifying
the way IBNR reserve was deposited. The 60.2% loss ratio of marine insurance in

2000 was considered good.

The total number of endorsements of marine insurance in 2000 was about 360,000, of
which export occupied 6%. In general, the premiums on export business are lower
than that on import business, and most export policies are the lowest of all. To cut
operating costs, the company will simplify insurance procedures by providing

e-commerce in the next year.

The premium base of hull insurance policies totaled NT$88,000,000 in 2000. A rise
from the NT$72,000,000 in 1999, such amount reflected a growth of 22.8% and
covered 6.9% of the market. The loss ratio in 2000 was 18.6%.

The premium base of fishing boat insurance policies totaled NT$243,000,000 in 2000.
A rise from the NT$228,000,000 in 1999, such amount reflected a growth of 6.6%
and covered 32.9% of the market. The loss ratio in 2000 was 44.0%.

Fubon was still leading in the market share of fishing boat insurance, despite intense

domestic and overseas competition.

With customers like China Airlines, Mandarin Airlines and Daily Co., Ltd. in 2000,
the premium base of aviation insurance policies skyrocketed to NT$224,000,000. A
rise from the NT$84,000,000 in 1999, such amount reflected a growth of 164.5%.




The loss ratio in 2000 was 1.1%.

Due to the surge of the market share of aviation insurance from 3.4% in 1999 to
12.4%, the business goal of increasing the market share was accomplished smoothly.

The premium base of work insurance policies totaled NT$1,269,000,000 in 2000. A
rise from the NT$910,000,000 in 1999, such amount reflected a 39.3% growth and
accounted for 7.4% of the premium base of all of the company's policies and 28.9% of
the market.

The loss ratio of work insurance in 2000 was 92.4%, due to the loss inflicted by
typhoons like Bilis and Xang Sane. Focus will be placed on the control of quality of
work insurance business in 2001. ‘

The company has been promoting various public safety liability insurances, product
liability insurances and employer compensation liability insurances for a long period.
The total premium base of new types of insurance policies, including liability
insurance and other property insurance, was NT$13,030,000,00 in 2000. A rise from
the NT$1,124,000,000 in 1999, such amount reflected a 15.9% growth and accounted
for 7.6% of the premium base of all of the company's policies. The loss ratio in
2000 was 69.9%.

The company will concentrate on "continuing to develop new products" and
"adjusting business structure to reduce the ratio of businesses with a higher loss ratio"
in 2001.

1. The following table shows premium receipts and payment of claims of
various insurance policies, including reinsurance receipts and discount on
direct insurance:

Unit: NT$1,000

Insurance 2000 1999 Amount Percentage
increased or increased or
decreased decreased

Fire 3,377,321 2,897,442 479,879 16.56%

Marine 963,110 898,512 64,598 7.19%

4




Automobile 110,036,423 11,237,147 (1,200,724) -10.69%
Fishing boat |278,782 263,977 14,805 5.61%
Hull 91,795 73,693 18,102 24.56%
Aviation 228,787 94,998 133,789 140.83%
New 2,665,684 2,129,467 536,217 25.18%
Total 17,641,902 17,595,236 46,666 0.27%

~ 2. Insurance claims and payment, including reinsurance claims and cost of

granting claims

Unit: NT$1,000

Insurance 2000 1999 Amount Percentage
increased or increased or
decreased decreased

Fire 1,234,059 6,772,027 (5,537,968) -81.78%

Marine 651,317 570,144 81,173 14.24%

Automobile {7,016,659 7,170,894 (154,235) -2.15%

Fishing boat [249,345 174,081 75,264 43.24%

Hull 85,345 69,640 15,705 22.55%

Aviation 30,255 584,071 (553,816) -94.82%

New 1,550,239 2,007,401 (457,162) -22.77%

Total - 10,817,213 17,348,258 (6,531,039) -37.65%

3. Retention premiums $8,154,587,000, retention indemnity NT$5,087,589,000,
retention loss ratio NT$62.39%, loss of ratio in the previous year 54.48%.

4. Unearned premium reserve $7,947,331,000, a rise of $39,665,000 from the
$7,907,666 in recovery (i B ).

5. Utilization of capital

Bank savings

Securities:

$10,343,967,000

$19,335,886,000




7.

Fixed assets for business purpose: $1,844,611,000

Net amount of busingss investment: $16,969,462,000
Net amount of loan on pledge: $79,200,000
Net amount of investment in real property: $5,841,903,000

Various fees and expenses $3,221,215,000, fees and expenses rate 18.26%,

lower than the 19.54% in the previous year.

Income and expenses 2000

In 2000, the company's business income was $37,828,564,000, operating costs

$32,285,776,000, business fees and expenses $3,221,215,000, business profit
$2,321,573,000, fees and expenses regarding income tax $273,000,000, and
after-tax net profit $2,617,536,000.

Profitability of 2000
Returns on investment: 4.15%
Returns on shareholder equity: 7.32%
Profit to paid-in capital ratio: 11.19%
Before-tax profit to paid-in capital ratio: 13.93%
Net profit rate: 6.92%
Earnings per share: $1.46

Business strategies
(1)  Creating new products

In order to promote product diversity and improve product competitiveness,




the company established a Quarterly Product Meeting Mechanism in 1996 to
launch new products. In 2000, premium receipts with respect to new
products totaled $122,000,000, accounting for 6.9% of the premiums of all the
policies of the year, hence the effect felt on enhancing service quality.

(2)  Establishing a profit center management system

Year 2000 was the second year in which the profit center pilot scheme was
implemented in order to reduce costs and increase profit by way of
decentralizing corporate hierarchy, promoting transparency of performance,
and meting out fair commendation and punishment.

(3) CPRAT

A CPR/IT group is set up to review procedures, remove redundanices, and
shorten processes, with the aim to improve efficiency and cut down costs.

(4)  Data warehousing and customer relations management

The company consummated a contract with NCR Systems Taiwan Ltd. for the
institution of a data warehousing system in order to reduce computer load,
enhance the flexibility of and expedite statistical analysis, upgrade customer
service, and encourage contract renewal with clients.

(5)  Creating a digitalized office environment

The company conducted knowledge management to strengthen staff's
“competitiveness by way of encouraging each staff member to learn to use the
computer, granting subsidies to them for purchasing computers, and setting up
518 personal workstations for staff.

(6)  Entering into strategic alliance with Citigroup to develop Asia's insurance

market

In response to the global trend of multi-nationalization, business
diversification, and data-orientation of the banking business and also the
establishment of conglomerates of financial institutions, the company entered




into strategic alliance with Citigroup for the development of Asia's insurance
market in 2000.

In 2000, Fubon was the first in the industry to apply to S&P and Taiwan Ratings, Partner
of Standard and Poor's for credit rating on its own initiative, in order to comply with the
Ministry of Finance's policy of "safeguarding consumer rights --- transparency of
insurance company information," and was again awarded the highest rating, "twAAA,"
by Taiwan Ratings and "AA-" by S&P.

After being awarded by the Asia Insurance Forum the Best Asian Property Insurance
Company of the Year in 1999, the company was further granted The First R.O.C.
Consumer Golden Medal by the R.O.C. Economic and Trade Research and Development

Association.

After winning the award The Best Asian Insurance Company in 1999, the company was
further awarded by CFO Asia and Credit Suisse First Boston the Best Annual Reports
Awards on December 13, 2000. Out of almost 400 listed companies in nine securities
markets in Asia, the parent organization CFO Asia selected 25 companies for
commendation in terms of the degree of transparency of information being disclosed,
clarity of strategies, and quality of information etc. The award serves to recognize the
company's efforts in promoting transparency of information.

The company will continue to create interests for all shareholders, customers and staff as
a token of its appreciation for each shareholder's support.

Shih Tsan-Ming (sealed)
President
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The Fubon Grpup,,ohé of the Iorgésf :
" business groups and fuuy‘in.’regrofed ;
~ financial Sewices' groups In Taiwan,
consists of three Iisféd; and eight unlist-
ed financial services, 'c’;ompcnies;» one
» direc‘t-mque‘ﬁp'g ‘c:ompqnyv and several .
~ ofher business éntities. The Fubon Gr\&up
provides fufly in’re_grcxtéd ﬁncnciol seWic—
es in insurance, banking & finance. and
securities & inyes;rmenf services. The Fu-
b’bn G_'rdup also 'engoges" in numerous
public séwices activities through Fubon
Charity Foundation, Fubon Culture & Eo-
ucation Fodndcn‘ion dhd Fubon Art Foun-

dation.
As the flagship company of the Fubon
Group, Fubon insurance was established in

1961 and has been the leading property
and casualty insurer in Taiwan for the paost

18 years.

The rmembers of the Fubon Group have .

been developing a’low costand captive
distribution system through which each
\ member’sprodﬁcfé can be offered and
\\ sold fo the public. The Company be-
fieves that this distribution system will
assist the Ccrhpohy in achieving po-
tential synergies- within the Fubon

K

e

*- Group and dilow it to take advan-
tage of cross-seling opportunities .

and ehhonce its customer service.
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In October 1999, a judging committee
composed of prominent figures from
academia, government and industry was
convened by Asia Insurance Review. Their
mission: to pick Asia's best insurance
~company based on seven criterid - service,
finances, operations, product innovation &
development, market responsiveness,
.contribufion to insuronce‘indusTry progress,
' ond' proﬁtobility. Cut of 102 top insurance
-companies, The,jgdgés"s'elecfed one as
o Generai Insurance Cornpany. of the Year 1999,

The winner? Fubon Insurance.
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R # Net Income

Hib=y Tl in NT$ thousand
7 il 3,588,315
98 ] 1,342,278
9 ' ] 2,601,612

g% I A Revenue

Fig-f STl in NT$ thousand

o 35,637,499
% | 35,950,261
. '99 B 44,223,601

& E ﬁ‘»@ %8 Assets

in NT$ thousand

?7 J 47,226,299
B ] 53,535,435
99 I 61,119,326

Rl v = ey ars z x v T

RE W Shareholders Equity

gl RS in NT$ thousand

.97 ﬂ

= _

24,685,761
20.874,711
31,969,377

99

B in NT$ thousand except per share and ratio

1998
e EHN lhéoﬁué before income taxes 1,732,278
o “'Netincome : . | RO 1,342,278
5K E R '»;‘.._"'_Nétihc;b’me per'common share 0.87
5 K BN ,'S-’rockidiyi‘cl,erjds_,‘per common share 1,50
3 3 DN Revenue . - . s T 35,950,261
A EME Asets. Ca. L 53,535,435
B E B #/ . Shareholders equity “‘

EERBAREE qu’r;bin’ed Joss cnd: expense ratio

- 29,874,711
‘ - 878
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Message from the Group Chairman

FILLED WITH HOPE AND CONFIDENCE
WE STRIDE INTO THE NEW MILLENNIUM

A‘s we enfer into the new millennium and leave the 20th
‘century behind, we stand at an historic cusp between old
. and new, Thé once-in-a-thousand-year occasion of the new
millennium represents to the human psyche the start of a
whole new erq, instilling us with a sense of hope and joy. Yet
in the real world, the new millennium is an uncertain era, one
| of crises and turning points, chalienges and opportunities,
gain and disappointment,
Fubon Insurance was founded in 1961, making it the oldest company in the Fubon

Group. Fubon has been the insurance market leader for 18 years in a row, but, aware of
dfamatic changes in the market and in information technology in the recent years, our 2100

associates dare not rest on their laurels, With caution and prudence, we must respond

judiciously to the constantly changing marketplace.

In October 1999, in the third Asia Insurance Industry Awards sponsored by Asia
Insurance Review, Fubon Insurance emerged from this competition as "General Insurance
Company of the Year," thanks to its solid financial strength, innovation in product development,
zmd‘superior business operations. This latest affirmation on the international stage is a great

pride to the entire Fubon team, which hopes to repeat it in years to come.




In 1999, Fubon took an important step in complying with the government's new policy of
making insurance company information accessible to protect the interests of the consumers. We set
an example for the industry by applying for credit ratings from Standard & Poor's and the
Taiwan Ratings Corp. ("TRC"). The results were impressive: a "twAAA" from TRC, and an "AA™"
from S & P's. The ratings not only reassure the public, they set a benchmark for management

that will drive future improvements.

Since Taiwan is so closely integrated into the global economy, it benefited in 1999 from
America's booming economy and the Asian economic recovery. Taiwan's conomic growth climbed
out of the doldrums to reach a 6.77% level in the fourth quarter. Year 2000 growth is also expected
to benefit directly from the global expansion. Rebuilding efforts following 1999's earthquake will
further stimulate domestic demand, brightening the economic picture for virtually every industry.
Meanwhile, the financial crises that had hit some firms have been resolved owing to effective
government control. As these firms leave the Asian financial crisis behind them, private investment
in the semiconductor industry, telecommunications market liberalization, and groundbreaking on
the Taiwan High-Speed Rail high-speed will deliver further impetus to investment, driving growth

1o a forecast level of 6.54%.

Despite inflationary pressures from rising oil prices and an expansion in the money
supply, inflation is still expected to be under 2%, as a portion of inflation is being absorbed by the
appreciation of the NT dollar. The overall economic picture in 2000 will be tested by a sharp
increase in capital demand, tighter fiscal policy, and price inflation. These pose both a challenge
and an opportunity for Taiwan as it seeks to overcome the obstacles to the promise of the new

millennium.

The Fubon Group's vision 1 for the new millennium is to be "A professional financial group
maximizing customex employee, and shareholder satisfaction through a complete spectrum of

innovative financial services". Precipitous Changes brought by market deregulation and information

technology have made all of us "Fubon people" acutely aware: the foundation of sustainable

success and l'eadership‘ cbmes from seizing on market trends, from constant innovation, and from
process re-engineering, I hope that the fruits of our dedication will help propel T'uwan s economy’

ever forward. I wish you all a vigorous and prODperous year 2000, ﬁ}
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left to right: PeterL.H. Lin , Senior Vice President; Shih Tsan-Ming. President; Lico Shih-Yen, Vice Chairman;
Lai Kuo-Ll, Executive Vice President; Steve T.H. Chen, Senior Vice President
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GENERAL INSURANCE COMPANY Q-THE YEAR -
THE JUDGING COM

Fubon has a strong business expansion
capability and contfinuously delivers

growth and sits snugly atop Taiwan's
insurance market. Moreover, Fubon actively’
participates in major infrastructure projects
such as communications and the Taiwan

meee re t strides towards
igletm lization, with offices in Malaysia,
Ad, Indonesia, Vietnam, the Philippines,
&Hong Kong bringing service to its
olicyholders in those countries,

Fubon underwrites a variety of insurance

lines, including fire insurance, motor

insurance, marine cargo insurance,

engineering insurance, and a variety of
liability insurance. Its written premiums in 1998
fotalled NT$16.7 billion, generating
underwrifing profits of NTS650 million. Under
the impact of the overall investment climate,
affer-tax net profit fell to NTS130 miflion.
Fubon, Taiwan's insurance industry leader,

also energetically campaigns for road safety

and advises the government on road

improvements and strict enforcement of

traffic laws. These activities have earned

Fubon much acclaim.
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Fubon v.s. Other Companies
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Fubon 1999 in Review

POISED FOR A GRAND NEW MILLENNIUM

Finally, the long-awaited new millennium is upon us, and 1999 is

receding away on the great wheel of history. The last year of .

the 20th century brought numerous natural disasters worldwide,
and Taiwan experienced a huge earthquake on September 21
that made world headlines. With the world watching, the
Taiwanese people showed amazing resilience as we

aggressively took up the task of rebuilding. This same vigor was

also responsible for economic growth of 5.7%.

The year 1999 was one in which Fubon Insurance made great

strides foward international success, and burished anew its

briliant corporate image.

FUBON INSURANCE: THE PRIDE OF ASIA
WINNING 'GENERAL INSURANCE COMPANY OF THE YEAR'

Every year the Asia Insurance Review holds the Asia Insurance Industry Awards, a
comprehensive competition involving 102 insurance companies region-wide. In 1999, after
the preliminary round, committee nominations, and final judging, the winner — Fubon |
Insurance. With our superior management, solid financial strength, highly innovative

product development, and excellent customer service, Fubon Insurance has become




Taiwan"s'first propefty & casualty insurance company to win this prestigious

international award-
On his VlSlt to Singapore to accept the award, Fubon Insurance President Shih

d that this int
e anotherl international triumph. He said that in the future,
?

Tsan-ming note ernational affirmation came on the heels of 1998's

succeésft_ll‘ GDR issu

1 fo

Fubon will continue to fof ge itself into an internationally competitive company.

A STABLE FINANCIAL QUTLOOK
esT RATING: TwAAA
RD & POOR's

FINANCIAL PROWESS AND
FUBON EARNS TRC'S HIGH
AND AN AA™ FROM STANDA
A credit rating is an objective evaluation of a company's ability to redeem its
financial commitments, jud
with government policy of ra
' Fubon appli€
ational. The applications were simultaneously submitted,

ged in comparison to other companies. In cooperation
te deregulation and greater transparency to protect

o d on its own initiati oo
consumer interests, tiative for two credit ratings, one

domestic and one intern
and in November 1999 Ta

ratings. TRC gave Fubon Instt

able AA™

jwan Ratings Corp. and Standard & Poor's issued their

rance its highest rating, twAAA, and S & P's rated

Fubon a very respect

By way of comparison, S & P's rating for Fubon was on a par with that for Lloyd's

of London, France's AXA,

international firms. The AA

Japan's Nippon Fire, and a bevy of other prominent

was the highest ever received by a private company

in Taiwan.

. | . B
Meanwhile, TRC's rating reflects Fubon's superior competitiveness, solid financial

strength, high capital adequacy
n's status and modest leadership in Taiwan's property &

and superior underwriting returns. The rating

demonstrates that Fubo

casualty insurance industry: and that it enjoys an outlook of "very strong " and

"stable".
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CALIMS SERVICES FOR A NEW ERA
FUBON'S CLAIMS SYSTEMS WIN ISC 9002 CERTIFICATION

In 1995, Fubon Insurance established the Safety & Loss Control Department in
order to provide customers with loss prevention advisory services, helping
them achieve the goals of zero-disaster, zero-loss, and low risk. To rationalize
and institutionalize the loss prevention system, Fubon set out to obtain ISO 9002
certification for quality control, a drive which culminated in September, 1998,
when Fubon Insurance earned ISO 9002 certification from France's BVQI. More
than ever before, Fubon's loss prevention services meet the real-life needs of our

customers.

In 1999 we extended the ISO 9002 challenge to the claims system. This, we
felt, would further strengthen the management structure and integrate internal
resources, while bringing quality control systems to this important area. After
seven months of unremitting effort, certification was finally granted by SGS
Taiwan Ltd. This marks the first for a domestic insurance company to achieve
international ISO certification for a company-wide claims operational system

- a new success for Fubon Insurance.

GROUNDED FIRMLY IN OUR CORE COMPETENCY
INNOVATION REPLACES PRICE-CUTTING
QUALITY PRODUCTS R&D DRIVES UP REVENUE

Research and development is key to a company's survival, as well as to the
progress of society. Insurance is of course no exception. In an age of
internationalization and deregulation, the domestic insurance industry faces
competition of unprecedented intensity. There is only one way to outpace the
competition in the rapidly changing environment: constantly develop new products
to create product differentiation, meeting the ever changing needs of our

customers,




Fubon Insurance
Winning "Asia [nsurance [ndustry Awards 1999,"
General Insurance Company of the Year”

Ouipesfosming 101 nominees in terms of ¢ustomer services, finanial performance,

corporate governaneg, the ability to respond to murker change, innovation, profitability, and
adding “definite exira” to il the industry us a whole to higher fevels,
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In recent years, Fubon Insurance has been very active in new product development.
New products introduced in 1999 included Motorcyclist's Accident Insurance (a very
large segment in Taiwan); Personal Accident Insurance (atached to Fire/ Fire &
Allied Perils Insurance); Subsidence, Landslip, and Avalanche Insurance (attached to
Fire/Fire & Allied Perils Insurance) ; Bailee's Liability Insurance ; Road Rescue Expenses
Insurance, etc. Engineered with customers in mind, the new products received positive

response in the market.

Today's rapid technological and economic advancement, as well as to increasingly
complex changes in people's values and lifestyles, demand for insurance will
certainly rise. In response, Fubon Insurance will continue to invest significant human
and financial resources in new product development, and vigorously launch even
more new products. We aim to bring comprehensive insurance protection to all

segments of society.

MORE PRAISE FOR FUBON

THE FUBON FIRE LABORATORY - TOPS IN SE ASIA

WINS INSURANCE FAITH-HOPE-LOVE AWARD
Following the establishment of the Safety & Loss Control Department in 1995, in June
of 1997 Fubon Insurance invested NT$40 million to establish Asia's finest fire
laboratory. With comprehensive equipment and professional training, the Fubon Fire
Laboratory educate customers with essential concepts of insurance and loss

prevention; enabling them to minimize losses from fire damage.

Besides providing advisory and consulting servicés, the Fubon Fire Laboratory has
designed a series of fire training classes, services which have won the praise and support
of major local corporations. In January 1999, Risk Management & Insurance Magazine
sponsored Taiwan's first insurance industry aWards. In affirmation of Fubon's efforts in fire

prevention education, the company was awarded a judges' special nomination award, {3




Overview of Business Performance

MEETING CHALLENGES
AND SCALING NEW HEIGHTS

The year 1999 saw the official implementation of mandatory
motorcycle liability insurance, which brought NT$8.24 billion
in new premiums to the insurance industry. This allowed the
property & casualty insurance industry as a whole to record
stellar performance in 1999, amid an otherwise lackluster
economy. For the first fime since 1994, the industry enjoyed
double-digit growth as companies finally shook off several
years of poor premiums income performance. Wriﬁén

premiums for the entire industry totalled NT$85,156,560,000,

an increase of NT$9.3 billion, or 12.28%, over the year

before.

Fubon Insurance sat stably atop the market, ranking first again in market share for the
eighteenth consecutive year. Premiums income was NT$16,412,850,000, for a market share of
19.27%. With the exception of marine hull insurance and aviation insurance, each of Fubon's

insurance lines also led the industry in terms of premiums income.

As industry leader in premiums income and market share, Fubon's market reputation and
‘business performance dominate Taiwan's insurance industry. Nonetheless, the Fubon team
is fully cognizant of increasingly intense competition, market deregulation and

internationalization trends, and the diversification of consumer demand. In this changing —and
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challenging - environment, Fubon's associates stand ready. We have streamlined operations,
reduced overhead, boosted work efficiency, raised competitiveness, and set our sights on
providing "the most professional, the most comprehensive" service available. Meanwhile, we have
also established product conference mechanisms, planned product innovation launches, and
aggressively launched new superior quality products. By differentiating our products from those of
our competitors, we are winning through quality instead of resorting to price competition. Finally,
by drawing on the Fubon Group's wide spect financial services, we are able to monitoring our

growth.

MOTOR INSURANCE -

Automobile sales slumped for the second year in a row in 1999, with only 423,000 vehicles sold.
This represented a 10.7% decline from the previous year, the steepest decline in recent memory.
Consumer sentiment towards insurance has also remained sluggish. These factors, plus the effects
of no claim bonus, meant that voluntary insurance showed no signs of a revival, and continued to

slide industry-wide.

Mandatory motorcycle insurance went into effect in January 1999, bringing several million
motorcycles into the insurance market for the first time. This new business brought a large influx of
premiums income, and changed the landscope of the motor insurance market. Mandatory

insurance now comprises more than 40% of total motor insurance revenues.

Total motor insurance pre.miums for the entire industry grew 22.75% in 1999. Of this total,
voluntary insurance fell by 0.07%, revenues from mandatory automobile insurance premiums rose
7.61%, and mandatory motorcycle insurance in its first year brought in NT$8.74 billion. Fubon
Insurance's written premiums income from motor insurance was NT$10,647,730,000, an increase of
10.31% over 1998. Of this total, voluntary insurance premiums dropped by 8.47%, mandatory
automobile insurance premiums income rose by 1.5%, and mandatory insurance premiums for

motorcycles brought in NT$1.57 billion. Fubon's motor insurance market share was 20.4%.

Given the stagnation in the voluntary motor insurance market together with stiff price competition,
Fubon's maintenance of 22.07% market share was quite impressive. Moreover, the restructuring of

voluntary motor insurance has made Fubon's foresightful sales policies and strict quali
ry g p q




management bear fruit. The full-term loss ratio for the same period year-to-year has improvec

four vears in a row, falling to 54.1% - a record low.

The Motor Insurance Underwriting Department has strongly emphasized new product
development and continue to promote new products. Premiums income from new motor
insurance products increased NT$86 million over 1998 to reach a total of NT$580 million in 1¢
— a significant contribution to total revenue. Other new products awaiting government appros
such as Consolatory Expense Endorsement Insurance and Road Rescue Expenses Insurance a

also expected to generate substantial revenues for the company.

In the area of marketing and premium payments, Fubon Insurance has allied with companies
other industries to promote its products. In addition, the "518 Insure Me" program allows
consumers to take advantage of 5 simple payment methods when taking out a policy: postal
money transfer, ATM transfer, telephone payment, fax payment, and internet payment. The 5
program will soon be expanded to integrate other lines of insurance besides motor. With 518,

paying insurance premiums is getting more convenient.

In December 1999, Fubon Insurance's claims settlement system earned ISO 9002 certification.
We also continued the Motor Insurance Best-practice Claims Control program. Policyholders
have access to a 24-hour toll-free hotline and, in major metropolitan areas, 7:00 am - 11:00 pn
on-site assistance to process claims in the event of an accident. Furthermore, we have take
the Call Out system a step further, in which the claims adjustor takes the initiative to call
the policyholder in order to better understand how the claim has been processed, and
whether the customer is satisfied. The results are then used later to review customer
service practices. The Call Out system truly lets our policyholders know that Fubon is

working to care for them around the clock.

INSURANCE

Written premiums from fire insurance totalled NT$2,772,300,000 in 1999, a fall of 1.17% from
1998's figure of NT$2,805,020,000. Since the fire insurance market as a whole experienced
negative growth in revenues of only 0.62%, Fubon's market share declined from 18.83% in 1%
t0 18.73% in 1999. |

The reason for the drop in fire insurance income can be attributed to the trend toward rate

deregulation, as well as the company's continued effort to strengthen underwriting criteria to
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FUBON INSURANCE BECOMES TAIWAN'S
FIRSTTO ACCEPT PREMIUM PAYMENTS VIA ATM,

TELEPHONE BANKING, OR PC BANKING

As the automated electronic age moves
forward, Fubon Insurance is constantly
improving its premium collection mefhods:
On April 1, 1999, Fubon Insurance, in
cooperation with Fubon Bank, launched
ATM account transfer payments for moforij.i

insurance, mandatory motorcycle E
insurance, and fire insurance po/icyho/dersf:
Customers now enjoy the convenience of
24-hour interbank transfer payment of

policy premiums. With time no longer a

restriction, Fubon Insurance took the next

step to also eliminate the restriction of ?
location. On July 1, Fubon Bank depositors
began paying insurance premiums by fund
transter using PC banking or telephone
banking. For Fubon policyholders,
premiums payment has truly entered the
age of aufomation — another example of

Fubon's attentive service towards its

customers.
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filter out high-risk traditional inclustries. As a result, the 1999 full-term premium loss ratio for
fire insurance was 41.69% (excluding the effects of the 9-21 earthquake). This was far lower
than the generally expected 55% loss ratio. Clearly, Fubon's efforts to increase the quality of the

portfolio, raise underwriting efficiency, and create underwriting profits have been effective.

Fire insurance business activities in the year 2000 can be divided into two categories. For
the personal line, Fubon will continue its work in new product development while
strengthening cooperation with Fubon Direct Marketing and other Fubon affiliates; utilize
Group resources and realize the goal of integrated marketing. For commercial line, Fubon
Insurance will intensify portfolio development in high-tech industries and in Taiwan's industrial
parks. Fubon will also engage in joint business development with affiliated enterprises (such as
Fubon Bank and Fubon Investment Trust). Fubon Insurance is addressing practical customer
needs with professional insurance planning and loss prevention services. Combining a robust
financial strength, a high international credit rating, and ISO certification for claims

services, Fubon Insurance is confident of taking customer satisfaction to a new height.

"MARINE CARGO INSURANCE

Marine cargo insurance rates have been reduced year after year, and premiums income has
fallen accordingly. Fubon Insurance wrote NT$813,280,000 worth of marine cargo insurance in
1999, a drop of 5.35% from 1998's figure of NT$859,250,000. Nonetheless, Fubon still
outperformed the industry as a whole, which experienced a 12.62% decline in marine cargo
premiums income. Fubon's market share for this line of insurance rose by 1.57% to 20.48% -

number one in the industry. The loss ratio held steady at 57.78%.

In the area of claims, Fubon Insurance was honored to earn ISO 9002 certification for its marine
cargo insurance claims processing system in 1999. In days to come, Fubon will continue to
raise customer satisfaction, achieve new standards of service, and to provide

policyholders quality, friendly, attentive service.

In December 1999, the Ministry of Finance approved a new product: Bailee's Liability
Insurance. This is an insurance product with a diverse market, providing proprietors with a
means of spreading out risk, as well offering consurmers a new channel to seek compensation.

The debut of this type of insurance in Taiwan holds great promise in the market.

The year 2000 will see price competition grow white-hot. Fubon Insurance will build on its




existing sales channels by establishing special development teams devoted to opening new
sources of clientele. We will also continue to vigorously develop new products, provide loss
prevention services, and improve internal operational flows to reduce overhead. These

activities constitute the company's main business efforts for marine cargo insurance in the
year 2000.

MARINE HULL INSURANCE

Fubon's marine hull insurance performance was less than ideal in 1999, suffering from a
world-wide drop in market rates combined with intense domestic competition. Direct written
premiums income was NT$71,980,000. This 10% drop from 1998 nonetheless
outperformed the industry as a whole, which suffered a 15% fall in marine hull insurance
income. In 2000 we Will attempt to raise our market share by going after fleet business,

drawing on the Fubon spirit of professional service.

FISHING VESSEL INSURANCE

Fubon Insurance wrote fishing vessel insurance policies worth NT$227,510,000 in 1999, about
the same as in 1998. Our market share was a dominant 31.67%. Given the variables
inherent in fierce competition, both from domestic and international companies, Fubon's
maintenance of its market share was quite impressive. In 2000, Fubon aspires to writing
policies for newly manufactured fishing vessels, and maintaining its number one market

share and a robust profit margin.

AVIATION INSURANCE

Written premiums income for aviation insurance policies stood at NT$84,880,000 in 1999, an
increase of 19.5% over 1998. This growth rate outstripped the industry-wide rate of 14%.
The loss ratio was astronomical, however, at 803%, a result of the Hualian crash of UNI

Airlines (a domestic airline).

In 2000, airline industry mergers will shrink the customer base. Fubon Insurance thus hopes

to increase participation in large airline fleet business so as to maintain continued growth.

ENGINEERING INSURANCE

. Engiheering insurance premiums generated NT$899,100,000 in income in 1999, a drop of

" NT$83,600,000 from 1998. This negative 8.51% growth rate was lower than the market




average of -5.77% by 2.74 percentage points; accordingly, Fubon’s market share slipped 0.74
percentage points from 1998 to stand at 24.75%.

The engineering insurance loss ratio in 1999 was 159%, primarily because of the 9-21
earthquake. Fortunately, losses were limited to the deductible portion, as reinsurance

companies covered the remainder.

The year 2000 is expected to see a steady increase in private investment. Moreover, contracts
for post-earthquake reconstruction will go out in the second half of the year, and will comprise
a major source of engineering insurance underwriting. Fubon Insurance is also participating in
the Taiwan High-speed Rail investment, a BOT project starting in March 2000. This will be
another important source of engineering insurance business. Fubon plans to continue
strengthening employee professionalism in this area to boost its technical capabilities, raise

service quality, and maximize operating efficiency — our business goals for the year 2000.

OTHER CASUALTY INSURANCE (INCLUDING LIABILITY INSURANCE)

Premiums income from all other types of casualty insurance (including liability insurance) was
NT$1,137,500,000 in 1999, an increase of NT$186,300,000 over 1998. The main growth driver
was liability insurance, which generated NT$111,000,000 in added premiums, for growth of
19.59% - 5.14 percentage points higher than the market average of 14.45%. Market share also
edged upward by 0.66 percentage points, reaching a level of 15.57%.

The loss ratio for "other casualty insurance" in 1999 was 83.93%. The sharp rise in the loss ratio
was due mainly to the effects of the financial crisis on Bankers' Blanket Bond. Appropriate
reinsurance coverage enabled risk to be spread out, dramatically reducing Fubon's own

exposure and softening the impact of this crisis. In other areas, loss ratios were quite low.

In 2000, liability insurance will continue to hold the greatest market potential of any insurance
line. One key effort will be to vigorously promote Comprehensive Personal Traveling Insurance
to provide complete insurance protection for travelers. New product innovation, research, and
development will continue apace to meet consumer demands and expand the liability
insurance market. In addition to these business emphases, Fubon Insurance will also accelerate
R&D of other new property insurance and credit insurance products for launch in the year

2000, thus expanding our market share. (3
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more thari 10,000, ©
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.- According to statistics

collected by-the 9-21 quake

- hotine, an inifiative fo serve
quake victims, there were 250

fire insurance incldents with a
total value of NTS$4 billion, and
123 other cases Involving -~
engineering of insurance. Total
damage ciaims are estimated
at over NT$1.2 billion. Fubon's
maximum claims seftiement
resérve Is NT$ 80 million

* (combining fire and
engineering insurance); the

X excéss amout Is covered by

 felnsurdnce for kirge-scate” -
‘disasters. - ‘

In the-wake of the _

.. earthquake, everyone af

" Fubon responded fo calla.from’
Fubon.Charity Fundaﬂon with - &
-donations exceedlng NTs 3
‘mifion. .

‘The Fubon Group: ’spbhéors the
National Palace ‘Museum’s: -
Han Dynasfy Cultural, Extiolt fo
the funé of NT$5 milition, with -
art Insurance prov:ded by
-Fubon Insurance.

> Asia Insurance
Review ndmes Fubon
Insurance ds Generdl
Insurance Company of the
Yaar in its Asia Insurance
Indusiry Awards 1999. Fubon.
President Shik Tsan-ming
accepts the award in
Singapore.

INovemberg 'y

cooperation with new

‘ government policies to make
Insurance datamore

_ fransparent to consumers
_.andto deregulafe rafes -
Fubon applies for credff
ratings from Standard &
Poor's and Taiwan Ratings
Corp. Fubon s mfenﬂon ro -

 bolster its Infemaﬂona!

reputation was soon affimed ‘
with a twAAA rating from TRC
_and & AA- rating from S & P's.

Decembegd=ielo-t]
rationaiization is Instigated
for Fubon's claims

_seftlement system. in March

1999, Fubon had appilied for
1SO 9002 certification and
officially engoged a

company to assist-this effort. ‘
 On December 21,
- cerfification was awarded

by Talwan's SGS Corp,
making Fubon Talwan's first -
property & casuaity
Insurance company to

" . dchleve 1509002 ..
.cerfification for.claims .

processing.

The Ministry of Finance
officially approves a new

“Broduct: Ballee's Liabilty

Insurance. This s an
insurance product with-a
diverse markéft, providing
propriators with a means of

" spreading out risk, as welf

offering consumers-a new

. channel to seek
compensation. The vdebufof i

this type of insuranée in .
Talwan holds greaf promlse
in the market
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A new Fubon product,
Road Rescue Expenses
Insurance, is approved by
the Ministry of Finance.

To respond to changes in
Information tools and the
operating environment,
Fubon Insurance officiclly
launches the "Digital
Nervous. System.” Through
six programs including CPR
and IT resngineering.
Fubon will streamiine
opercﬂondl flows, ralse
‘work éfficlency, reduce
operoting bverhead, and;

“raise overall

competitiveness. Estimated
time to complehon Is two
yéars,” S
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Financial Financial
Year ended Year ended
December December
1999 1998
Assets NT$Thousand NTS$Thousand
Current Assets
Cash and Cash Equivalents 13,158,875 14.826.538
Short-Term Investments 15,701,014 12,961,941
Notes Receivables 1,183,728 1,077.304
Accrued Income 265,856 394,346
Premiums Receivables 1,662,104 2,251,102
Reinsurance Recovery Receivables 10,625,926 4,573,304
Due from other Insurers 515,241 741,641
Other Receivables 507,280 638,634
Prepayments 92,502 222,437
Sub-Total 43,712,526 37.687,247
Loans
Mortgage Loans 149,305 73.660
Sub-Total 149,305 73.660
Funds, Long-Term Investments, and Receivables
Long-Term Investments 12,685,387 11,351,109
Sub-Total 12,685,387 11,351,109
Fixed Assets
Land 600,550 629,923
Buildings 1,074,791 1,092,439
Transportation Equipment 77,502 74,585
Other Equipment 357,992 348,847
Cost 2,110,835 2,145,764
Less: Accumulated Depreciation (505,991) (427 ,253)
Construction In Progress and Equipment Ordered 84,500 13,459
Sub-Total 1,689,344 1,731,270
Other Assels
Prepayment for Pensions 35,902 19,512
Guarantee Deposits Paid 2,792,714 2,563,353
Overdue Receivables 0 87,120
Reinsurance Liability Reserve Contributed 8,974 13,562
Deferred Charges 45174 7,802
Sub-Total 2,882,764 2,691,449
Total Assets $61,119,326 53,535,435




Financiai Financial
Yeor ended Year ended
December December
1999 1998
Liabilities & Stockholders' Equity NT$Thousand NT$Thousand
Current Liabilities
Notes Issued under Repurchqse Agreements 263,188 705,604
% Accrued Expenses 474,631 386.038
i Accrued Tax 179,240 119,825
‘ Commissions Payable 256,392 279,708
Indemnity Paymenrs Payable 8,866,872 2,952,873
Reinsurance Indemnity Payable 214,076 60,257
Payables to other Insurers 471,676 538,110
Other Payable 1,339,309 1,911,702
; Advance Receipts 319,943 1,338,343
{ Sub-Total 12.385,327 8,292,460
! Long-Term Liabilities
z Reserve for Land Value Increment Tax 9,264 9.263
" sub-Total 9.264 5,263
; Other Liabilities
! Reserve for Operations 15,684,515 14,029,757
Guarantee Deposits 51,435 51,687
Reinsurance Liability Reserve Received 1,019,408 1,277 557
Sub-Total 16,755,358 15,359,001
Total Liabilities 29.149.949 23,660,724
Stockholders' Equity
Common Stock 17,239,374 15,672,158
Capital Surplus
Additional Paid-in Capital 10,183,539 11,594,033
: Gains on Disposal of Fixed Assets 79,954 79,933
L Assets Revaluation Surplue 1,104 1,104
%? Retained Earnings
f Legal Reserve 1,188,643 1,054,478
} Unassigned Retained Earnings 4,291,086 2,763,990
(1 Equity adjustment
? Unredlized long-term equity investments loss ¢1,013,902) (1,290,784)
Accumulated Translation adjustments 421 (201)
Sub-Total 31,969,377 29,874,711
Total Liabilities and Stockholders’ Equity $61,119,326 $53,535,435




Financial Financial
Income Statements Year ended Year ended
December December
1999 1998
NT$Thousand NT$Thousand
Operating Revenues
Interest Income 1,394,889 1,505,369
Gross Premiums 17,595,236 16,740,674
Reinsurance Commission Income 2,448,076 2.5683.517
Reinsurance Recovery and Subrogation 12,363,621 6,555.908
Unearned Premiums Reserve Release 7,028,468 6,358,082
Special Reserve Release 384,423 233,562
IBNR Reserve Relecase 99,078 94,313
Fee Income 4,852 9.168
Gain on Long-Term Equity Investments 1,056,330 0
Gain on Real-Estate Investments 367,935 358,570
Other Operating income 1,480,793 1,541,098
Sub-Total 44,223,601 35,950,261
Operating Costs
Interest Expenses (86,679) (90.726)
Reinsurance Premiums Ceded (8,445,019} (2.,065.370)
Commissions Expenses (1,614,972) (1.677.168)
Loss Incurred (17,348,258) (10,795,207)
Provision for Unearned Premiums Reserve (7,994,304) (7.093.219)
Provision for Special Reserve (757,145) (667.,560)
Provision for IBNR Reserve (156,443) (99.078)
Processing Fees (132,660) (67.202)
Loss on Long-Term Equity Investments 0 (12,294)
Loss on Real Estate Investments o] (24,512)
Other Operating Costs (1,476,548)  (816,604)
Sub-Total (38,012,028) (30.,408,940)
Operating Gross Profit 6,211,573 5,541,321
Operating Expenses
Matketing Expenses (2,867,570) (2.577.829)
Adminisirative and General Expenses (5670,360) (483,338)
Operating Income 2,773,643 2,480,154
Non-Operating Revenues
Gain on Asset Disposal 29 842
Other Income 437,056 52,149
Sub-Total 437,085 52,991
Non-Operating Expenses
Loss on Foreign Exchange (69.607) (7.,238)
Loss on Asset Disposal 419 @717
Other Expenses (34,090) (788.912)
Sub-Total (104,116) (800,867
Income from Continuing
Operations before Income Taxes 3,106,612 1,732,278
Income Taxes (505,000) (390,000)°
Net Income after Taxes $2,601,612 $1,342.,278
Earnings Per Share $1.51 $0.79




Supervisor's Report

The accounting firm commissioned by this Supervisor to audit the 1999 budget
reports as compiled and submitted by the Board of Directors in accordance with Arficle 219
of the Company Law has found them to be satisfactory in all particulars.

To be submitted to the 2000 Shareholders' Meeting.

Fubon nsurance Co., Ltd.

Executive Supervisor: Chou Tong-Pao ﬁ@

Supervisor: Wang Wei-Chung “
s

March 24, 2000

Independent Auditors' Report

We have audited the accompanying balance sheets of Fubon Insurance Co., Lid.
as of Dec. 31, 1999 and 1998, and the related statements of income, changes in
stockholders' equity. and cash flows for the years ended Dec. 31, 1999 and 1998, These
financial statements are the responsibility of the Company's management. Our
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audit in accordance with generally accepted auditing
standards in Taiwan, Republic of China, which are substantially similar to generaliy
accepted auditing standards in the United States of America and the regulations
governing such audits. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit afso includes assessing the
accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits

provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all
material respects, the financial position of Fubon Insurance Co., Ltd. as of Dec. 31, 1999
and 1998, and the results of its operations and its cash flows for the years ended Dec. 31,
1999 and 1998, in conformity with ROC generally accepted accounting principles.

< 7@-‘0@\ (e~ 2 &
BDO TAIWAN UNION & CO.

February 19, 2000
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Summary of Reformatted Financial information

The financial information set forth below Is qualified by reference to, and should be read in conjunction with,

the Financial Statements and related notes thereto.

For the For the For the For the
Year ended Year ended Yearended — Yecrended
and as of, and as of, and as of, and as of,
December 31 December 31 December 31 December 31
(in millions, except for per share data) 1999 1999 1998 1997
Income Statement Data '
Net written premiums (1) Us$ 291 NT$ 9,150 NTS 7.675 NTS 6,815
Net earned premiums (2) 261 8,184 6,940 6,469
Net claims and claims adjustment expenses (3) 161 5,042 4,244 3.824
Underwriting and operating expenses (4) 75 2,355 2,042 2,236
Underwriting profit (loss) 25 787 654 409
Net investment income (5) 59 1,843 1.873 1,181
Redalized gain on investments (6) 25 794 482 2,633
Net provision for unrealized loss on investments 2y (362) 770 0
Net provision for special reserves 12 373 434 359
Net other income (expenses)(7) ' a0 (306) 72 58
income befor tax 99 3,107 1,732 3.921
Income tax expense 16 505 390 333
Net income $83 $2,602 $1.342 $3,588
Earnings per share $0.05 $1.51 $0.87 $3.67
Earnings per share(as adjusted)(8) $0.05 $1.51 $0.79 $2.36
Share outstanding (weighted-average) 1,724 1,724 1,542 978
Share outstanding (adjusted weighted-average) 1,724 1,724 1,697 1515
Balance Sheet Data :
Total investment funds $1,473 $46,256 $43,723 $37,072
Total assets 1,947 61,119 53,535 47 226
Reserves for operations and liabilities 500 15,685 14,027 12.593
Total liabilities 928 29,150 23,661 22,541
Stockholders' equity 1,018 31,969 29875 24,685

« All translations from New Taiwan dofiars to United States dollars were made on the basis of the market
exchange rate by the Central Bank of China on December 31, 1999 of NT$31.395 = US$1.00




Year ended Year ended Year ended

December 31 December 31 December 31
1999 1998 1997
Other Data

Net claims ratio 61.6% 61.2% 59.1%
Net expenses ratio 25.7% 26.6% 32.8%
Net combined ratio 87.3% 87.8% 21.9%
Direct claims ratio (9) ‘ 101.7% 66.3% 69.2%
Direct expenses ratio 28.3% 29.1% 29.1%
Direct combined ratio 130.0% 95,4% 98.3%
Industry direct claims ratio - N/A 65.6% 67.1%
Industry direct expenses ratio N/A 31.5% 31.8%
industry direct combined ratio N/A 97.2% 98.9%

(1) Gross premiums minus reinsurance premiums ceded.

(2) Net written premiums minus net provision for uneamed premiums reserve,

(3) Loss incurred minus reinsurance recovery and subrogation plus net provision for IBNR reserve,

(4) Commission expenses plus marketing expenses (other than bad debt expenses and depreciation),
administrative and general expenses (other than land taxes and depreciation) and processing fees,
minus fee income and reinsurance commission income.

~ (8) Net interest income plus cash dividends and real-estate rental income, minus land faxes and

depreciation in marketing expenses (for investment purposes),

(6) Gain on long-term equity in investments plus net gain on sale of real-estate investments, net gain on
disposal of marketable securities, gain on disposal of government bonds and other redlized gain from
investments.

(7) Net gain on foreign exchange plus net gain on assets disposal, minus bad debt expenses,
depreciation in administrative and general expenses and other loss. '

(8) The earnings per share (as adjusted) data contained in the above table have been calculated by
dividing the net income for the relevant period by the weighted-average number of Shares
outstanding during the relevant period. The number of outstanding Share is retroactively adjusted for
the increases in issued capital stock effected during the relevant period and through distribution of
stock dividends from unappropriated earnings or capital surplus.

(9 1999 includes the impact of 'Taiwan 921 earthguake” claims of about NT$ 5.6 billion. The net of
reinsurance claims for this earthguake Is about NTS 80 million.
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Long Term Savings Fire Insurance

Fire Insurance

Fire & Allied Perils Insurance

Shop Comprehensive Insurance

Motor Insurance

Medical Payment Endorsement for Motorcycle
Motorcyclist's Accident Insurance
Marine Cargo insurance

Commercial Floater Insurance

Inland Transportation insurance

Carriers Liability Insurance

Bailee's Liability insurance

Air Cargo Insurance

Marine Hull Insurance

Fishing Vessel Insurance

Avigtion Insurance

Machinery Breakdown Insurance
Electronic Equipment Insurance
Contractor's Liability Insurance
Erection All Risks Insurance

Boiler & Pressure Vessel Insurance
Contractors' All Risks Insurance
Conftractors' Plant & Machinery Insurance
Performance Bond Insurance

Public Liability Insurance

Product Liakility Insurance

Ermployers' Liability Insurance

Blanket Fidelity Bond Insurance
Malpractice Liability Insurance

Golfers' Liablility Insurance

Elevator Liability Insurance

Glass Insurance

Burglary & Theft Insurance

Money Insurance

Banker's Blanket Bond

Travel Agentcy Comprehensive Insurance
Credit Card Traveler Inconvenience Insurance
Consumer's Loan Credit Insurance

Safe Deposit Box Liability Insurance

Safe Deposit Box Burglary insurance
Hospital Comprehensive Liability Insurance
Security Guard Liability Insurance
Architects & Engineers Professional Indemnity
insurance Broker Professional Indemnity
Adjuster Professional Indemnity

MRT Passenger Liability insurance

Group Personal Accident for Soliders Liability Insurance
Comprehensive Personal Traveling Insurance




